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BIOGRAPHICAL SUMMARY 


Thomas W Hayes was bom December 2 1945 in Ossining New York As the 
son of an Air Force officer Mr Hayes Attended various primary and secondary schools 
graduating from Atwater High School in Atwater California in 1963 

After high school but before attending college Mr Hayes spent one year at the 
Mallard School in Bandon Oregon In 1964 he entered Oregon State University in 
Comvallis Oregon In 1966 he transferred to San Jose State University graduating in 
1968 with a B S m Business Administration From 1968 to 1971 Mr Hayes served in 
the U S Marine Corps During his tour of duty he served as a Platoon Leader in 
Vietnam After leavmg military service m 1971 he again attended San Jose State 
University where he completed an M B A degree in 1972 graduating first in his class 
After completing his graduate degree Mr Hayes first job was with die United States 
General Accounting Office He worked at the General Accounting Office from 1972 to 
1976 

After working briefly for the Legislative Analyst for the State of California Mr 
Hayes joined the office of the Auditor General of California In 1979 he was appointed 
Auditor General he remained Auditor General until 1989 In 1989 Governor George 
Deukmejian appointed him to the then vacant Constitutional office of Treasuier of 
California Mr Hayes remained Treasurer of California until 1991 Upon leaving the 
Treasurer s office Mr Hayes was appointed Director of Finance for the State of 
California by Governor Pete Wilson He held that post until July 1993 At this time Mr 
Hayes left government service to join Metropolitan West Securities where he has served 
as President of the Firm since August 1993 

In December 1994 Mr Hayes took a brief leave of absence from Metropolitan 
West Securities to serve as the Director of the Financial Restructuring Team/Financial 
Advisor to Orange County California during the period of the county s bankruptcy crisis 
In February 1995 he returned to Metropolitan West Securities as its president 

The father of two adult daughters Mr Hayes resides with his wife Mary in 
Rancho Muneta California 
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[Session 1 August 29 1995] 

[Begin Tape 1 Side A] 

SENEY Today is August 29 1995 My name is Donald Seney I am in Mr 
Tom Hayes office in Sacramento California This is our first 
session and this is Tape One Good afternoon Mr Hayes 

HAYES Good afternoon 

SENEY You mentioned before the tape began that you had lived all over the 
country because your father was an Air Force officer Tell me 
where you were bom and don t spare us any details we d like to 
know as much about you as possible 

HAYES I was born in Ossining New York which is where Sing Sing 

Prison is I was bom on December 21 1945 My parents Bill and 
Anne Hayes were natives of Ossining and my father had left to fly 
B 24 s in World War II After the war he came back to Ossining 
and owned a liquor store started a construction business and was 
doing nicely when he was called back into the service for the 
Korean War after which he stayed for a career During his career he 
flew everything from B 24 s to the SR 71 which is still is the 
fastest anplane in the world 

SENEY The spy plane? You re pointing to a picture on your wall 

HAYES He was the wing commander there retired a general And I had 
three brothers and one sister My brothers Tim Bob and Dan 
Hayes were bom two of my brothers were born in New York 
one in California and my sister Susie in California because really 
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after 1950 California became our home We moved around we 
came from New York to Riverside California to March Air Force 
Base and went from Riverside California to Omaha Nebraska 
where I went to two years of high school and then went back to 
Atwater California to Castle Air Force Base Then to Beale Air 
Force Base winch is near Marysville California at which time I 
was away at college I d come home for the summers I went to 
Oregon State University for [two years and to San Jose State 
University for two years I graduated from San Jose State with a 
B S in Business in 1968 and an M B A in Finance in 1972 ] 

Let me stop you for a minute then What effect do you think that 
moving around had on you 7 Military brats as the phrase goes 
sometimes complain others seem to like it Where do you fall 9 
I liked it I think it is a very healthy environment it teaches you to 
meet new people to deal m different situations It s the most 
integrated lifestyle we have in the county You know I grew up on 
military bases and there are African Americans Latinos whites 
Asians you weie all there you all went to the same school you all 
played in the same sports teams you all went to the same youth 
centers I think that that is a very good environment with which to 
grow up Somewhat protective you know military base you 
probably don t have the cnme that you do living off the base but 
I m not sure that anybody did in the 50 s I liked it it also gave 
me an ability that helped me very well later in that as my father got 


Mr Hayes added the preceding bracketed material during his review of the draft 
transcript 
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promoted it was not unusual for me to associate with Colonels and 
Generals and sometimes local elected officials to priests and 
whatever So as I moved up m my career I was never intimidated 
by dealing with the people that ran large organizations or 
institutions That was another benefit Because you were m the 
community and everybody that grew up on the base was the same 
way because you ran into your father s boss at the baseball game 
because there was only one league and that s where everybody 
went Or at the gym or the base theater or whatever 
Are your mother and father still alive 7 

They are still alive they live in Sacramento they are still married as 
a matter of fact I am seeing my father on Thursday they le going to 
come over for dinner 

Talk a little about your mother and your dad 
My parents were great parents my father was a very monvated man 
Obviously he got to the top of his profession He s easy to get 
along with but very opinionated We had five children and you 
know he was basically the patriarchal head of the family except on 
the day to day running of the family my mother ran it I mean my 
father was gone for periods of time up to six months straight I can 
remember that when I was young And so my mother was it was a 
very definite teamwork effort My mother is very charming my 
father can be abrupt Everybody loves my mother most people love 
my father but some people dislike him Just like his father he likes 
to say it s only his father he can be gruff on the outside but he has a 
heart of gold that gives He is a major contributor to chanty Still 
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works on Habitat for Humanity still goes every week here to the 
food closet 
Volunteering his time 9 
Volunteering his time 

What about your grandparents 9 Did you know them 9 You must 
have 

Yes I knew my grandparents on my father s side very well My 
father is a high school graduate and had picked up a couple years of 
college along the way but my grandfather left school m grammar 
school and struggled He was a business man a car salesman and 
he took a lot of risks before World War II He anticipated the war 
was coming but he was a couple of years off He went and 
borrowed every cent he could get to buy cars because he figured 
cars would not be sold during the war and he was right But he 
lost all of his money as a result of that but he was always able to 
support himself My grandfather died in 1965 I believe my 
grandmother died about ten years ago when she was eighty seven 
years old Still drinking her sherry everyday not to excess but she 
had a couple of pops everyday Never drove a car m her life Used 
to tell me and my daughters who were httle girls at the time that 
when she was growing up no self respecting young woman would 
step foot in one of those things [In her life she saw the world] 
from before cars to her son flying the fastest an-plane in the world I 
wish my grandfather could have seen that My grandmother lost 


Mr Hayes added the preceding bracketed material during his review of the draft 
transcript 
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two children One a marine who was killed on Guam in Woild War 
II his name was Tom Hayes My aunt died of lung cancer a few 
years before my grandmother She just said at that time that she 
wanted to die because she did not want to see my father die before 
her Interesting interesting woman tough in her own right 
Totally controlled the family finances My grandfather played poker 
for his spending money 
He was somewhat of a nsk taker I take it 
He was a nsk taker so is my father my father is a risk takei too 
My father took nsks his whole life Flying jet airplanes for his 
career The reason I m meeting with him tomorrow is that I m 
helping him to restructure his personal finances because he s a better 
fighter pilot than he is a financial guy He basically said Tom 
what would you expect 9 You know I ve taken nsks my whole life 
and I m not going to take nsks in my personal finances So we 
have a little bit of a difference of opinion theie 
And you re not much of a risk taker I take it I don t want to jump 
ahead but I know that when you were running for treasurer you 
emphasized the fact in the campaign that you were not a nsk taker 
particularly 

I managed my nsks much better than my father I think I like to 
plan I m a planner and an executor I like to analyze the problem 
plan the solution and execute and try to stay on course knowing 
that you re always prepared to change 

Where do you think you absorb these qualities do you think from 
your mother 9 
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My mother and my grandmother and to an extent my father You 
don t survive flying those airplanes that long and come out without 
being prudent 

And you re Catholic I take it 9 

I m Catholic I m not practicing at this time 

So religion is not a big part of your life at this point 

I m not saying it s not a big part of my life I think about God I 

think about dying I think about a lot of the positive things that 

religion gave to me while I was growing up I went to ten years of 

Catholic school my wife went to thirteen years of Catholic school 

My kids went to no years of Catholic School But my parents still 

go to mass every week I go on Christmas and Easter 

You went to Oregon State for the first two years What took you to 

Oregon State? 

Well that s a long story I went to two years of Jesuit High School 
m Omaha Nebraska where they busted my rear end When we 
were transferred to Merced California where I went to Atwater 
High School I found out that I was probably two years ahead and 
so I went into retirement My grades were not stellar should you 
say I did pretty well my first two years The next two years I was 
able to pass but I don t know if I really opened a book the last two 
years of High School So when it came time for college my father 
let it be known he said You are either going to stay home and go 
to junior college or you re going to something called the Mallard 
School The Mallard School is located to this day in Bandon 
Oregon They take the first fifty people that apply a year and out of 
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the fifty that went there while I was there something like forty five 
went to military academies They work you six days a week you 
do nothing but study you have Sundays off but Monday through 
Saturday you study basically math and English 
I take it your father had taken note of your slacking in these last two 
years 

Yes he did And you know it s easier for me to guide my 
children My father had never really been to college But 111 tell 
you my father and my grandfather were very bright men My 
grandfather educated himself he was obviously not a doctor but he 
had several medical ailments and he educated himself well on his 
risks and what he was facing My father took note of it and said 
These are your two options Have at it Sol went up there I did 
not want to go to a military academy I think I was the youngest 
person in my graduating class from high school so I finished up 
there and retook the SAT s did extremely well on the SAT s and 
decided to go Oregon State because one of my good friends was 
going there I went there for two years to be honest with you the 
rain after living in California for a lot of years the ram just wore 
me down so I moved back and fimshed up at San Jose State 
[University] in 1968 I got accepted to Berkeley and San Jose State 
I went to San Jose State 
What attracted you to San Jose State 7 

Who knows at that age 7 I was a business major they had a large 

business department 

And you did well m college I take it 7 



8 


HAYES 


SENEY 

HAYES 

SENEY 

HAYES 


SENEY 

HAYES 

SENEY 

HAYES 

SENEY 

HAYES 


I did well as an undergraduate my undergraduate grade point was 
over a three point [My Master of Business Administration grade 
point was 4 00 ] 

This would probably be in the days before grade inflation wouldn t 
it 9 

Oh yeah 

So that would mean something 

Yeah And then I got out of San Jose State and gomgback while 
I was going to Oregon State the last year I signed up for the Marine 
Corps Platoon leader coips so I went six weeks that summer and 
then six weeks the next summer and was commissioned mto the 
Marine Corps as a second lieutenant the day that I graduated from 
college I was married less than a month later 
So you were mamed in 69 9 

In 1968 to Mary Hawkins She is probably the best thing that ever 
happened to me A true partner m life 
When did you go to Vietnam 9 
69 April of 69 through March of 70 

Talk a little bit about your Vietnam experience I know that you 
were a squad leader there weren t you 9 

Yeah I was a platoon leader My platoon specialized in removing 
mines and booby traps from areas that we wanted to take control of 
To a large degree it s probably the most influential part of my life 
you know I m not as happy go lucky as I was before I went 


Mr Hayes added the preceding bracketed material during his review of the draft 
transcript 
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Why is that 7 Explain that 

Well you see you know life and death The best friend that I had 
in Vietnam was killed over there 
Do you remember that incident 7 

I wasn t with him We went through training together I remember 
vividly On the day of July 3rd 1969 I got a letter from him and he 
was fifty miles north of me in Vietnam saying that his wife had had 
a baby a few weeks before On the next day I get a letter from my 
wife saying that he had been killed. She found out before I did 
because his wife was notified right away and his wife called my 
wife He was killed on the 30th of June so yeah it affected me a 
lot 

I can see it on your face as you re talking about it 
I had an interesting opportunity here about a little over a year ago I 
got to spend three days with his son and his former wife 
He is now twenty five or twenty six years old? 

Yeah In fact he s an aspiring author He s written a book that s 
been published but it s a senes of essays by the editors of the book 
called Voices of the Xiled 1 But I think it was Doubleday that 
published it it wasn t a fluke so he got a good one A good kid 
looks like his father acts a little bit like his father But it s still a 
very difficult time Interesting his father wanted to go on to 
government and politics and I said You re crazy So he got killed 
and I m here In Vietnam you get very close to people theie are 


1 Michael Wexler and John Hulme ed Voices of the Xiled A Generation Speaks for 
Itself (New York Doubleday 1994) 
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periods of boredom and periods of terror and it was one of the 
experiences of my life that probably changed my life forever 
You re obviously expressing some anguish here it s clear in your 
face and clear in your tone of voice Was there anything that was 
useful to you in that experience 9 

Oh it s a tremendous character builder There s nothing no 
situation that you can be put in now that can compare People say 
to me Hey you ve been Auditor General Treasurer Director of 
Finance you re president of a company What s the most difficult 
job you ve ever had 9 And I say Being a platoon leader in 
Vietnam because people s lives were in your hands You make 
decisions that affect people s lives not theoretically but in real 
practice So yeah it taught you to be mentally tough it taught you 
about character it taught you about people You know I said I 
grew up in the most integrated society that you could on a militaiy 
base but the same thing goes with Vietnam You can t sleep with 
somebody in the mud getting shot at you don t think too much 
about race relations at that time [You are all] just human beings and 
you survive together [regardless of race] 

This must have been the first time considering these dire 
circumstances but perhaps in any circumstances you actually 
commanded people and had responsibility for others 9 
Absolutely 

Did you find that land of responsibility came to you easily 9 Did you 
do a good job do you feel 9 Were you pleased 9 
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I think I did a good job I could have done a better job Even today 
I look back at things that I did or said that I probably could have 
done better I was advised at times that I was getting too close to 
my troops but if I had it to do over again I still would I ve gotten 
close to my subordinates in every job that I ve had That s just the 
way that I do things There s a saying that s been attributed to 
different people Why are you so nice to all these people around 
you 7 You ve got to be nice to them on the way up so that they 11 
be nice to you on the way down I ve been fortunate in my career 
I think I ve done a good job but a lot of it is luck A lot of it s being 
in the light place at the right time You know if I go back to when I 
was minding my own business at the General Accounting Office 
they wanted me to move to Washington D C but I didn t want to 
move to Washington DC so I decided to switch over I 
switched over to [work as analyst for the California Legislature] 
here in Sacramento I was there for six months when I got a phone 
call from a guy I used to work for at the G A O saying Hey [I 
just started at] the Auditor General s office Its a mess and the 
Auditor General wants to talk to you He offered me a substantial 
raise so I went there—that s luck The next thing I know I m the 
deputy [Auditor General] and then [the Auditor General] gets into 
trouble and gets fired [and I get the job] Because of the pi oblems 
in the office I had the opportunity to run it for six months Sol 
was fortunate I got in there Luck 7 Yeah If I m not Auditor 
General [Former Governor of California] George Deukmejian 
doesn t ask me to be Treasurer Who knows where my life would 
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have gone 7 Auditor General is a great job and that deputy that guy 
who called me is now the Auditor General today Kurt Sjoberg 
He was my deputy for ten yeais I ve been fortunate and getting 
back to the point I was making earlier I was very close to my 
employees there I was very close to my employees when I was 
State Treasurer I was not as close because of circumstances as I 
would have wanted to be as Director of Finance We weie in an 
economic free fall then and I just was working those seven day 
weeks and I just never had a chance to get as close as I wanted to to 
the people outside the front office 
Let s go back to Vietnam if we can because that s a pivotal 
experience for a lot of people and I think you re saying it was for 
you as well How long were you there in Vietnam itself 7 Did you 
do the full year tour 7 

No I was there eleven months I got caught in the first troop 
withdrawal So when Piesident [Richard M ] Nixon said Were 
bringing troops home I was 
Starting 1970 

I was one of those people who had been there almost my full 
tour that s how they did it you know the longest people went 
home ffi st 

I can t imagine you weie sorry to go 

Oh no Iwasnt I can remember vividly Captain Jim Stoops the 
peisonnel officer of our battalion I d been rotated from the field 
back to a rear area if there were such a thing in DaNang He came 
in at five o clock We had a quonset hut where we would go and 
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have a few beers after work He came in one evening I was there 
having a beer and he said Can you be ready to leave the day after 
tomorrow'? And I said I can leave right now and you can have all 
of my personal effects 

[Laughter] I m sure everyone pretty much felt that way 
Yeah But I did leave the day after that next day and I was home 
Forgive me for taking you back but talk a little bit about what it s 
like to take out mines and booby traps 

Well it was scary And I was more the supervisor than the doer so 
I m sure that it was scarier for my troops But it s like any other 
job at times you become almost bored or complacent with it Every 
morning we would walk roads looking for mines that could have 
been placed there the night before 
What do you look for when you re looking for mines'? 

Well first of all the equipment didn t work You know its 
designed and it wasn t a design flaw it just wasn t designed for the 
plastic type explosive 

This is the kind of thing we see just going over the ground 
Yeah yeah Now I guess they can pick up density but m those 
days the ones that we had anyway they d just pick up metal Well 
these mines were made out of boxes wooden boxes and plastic 
explosives So those tilings weren t very useful Although we had 
to use them you know you never know But to be honest with 
you most of the mines were found by the point person on the mme 
sweep team through visual identification 
Freshly turned earth or something like that 
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Yeah that s right aftei you walk the road every day for weeks you 
get to know every rock on the road 
So you had a sector an area that you policed 
I had probably four to six mine sweep teams out every day so I 
obviously couldn t go with all of them I tried to be with one 
virtually every day when I was in that situation Again I was more 
organizational I was m radio contact with them but yes we had 
specific segments of road some which changed some which stayed 
the same 

So you re back m the United States 1970 you re married 

obviously Your wife stayed in San Jose did she 9 

My wife went back to school at San Jose When I came back the 

Manne Corps asked Where do you want to get stationed 9 you tell 

them and then they send you where you want 

Where they want 

Yeah where they want I said I want Camp Pendleton or El Toro 
Manne Base or anywhere but Camp Lejune North Carolina and 
we got Yuma Anzona [laughter] And so we spent a year in 
Yuma Anzona after I got back In those days to be honest with 
you there were too many young officers and not enough jobs so 
they gave me a job being in charge of base maintenance I had a 
gentleman who at that time was fifty five years old and was an 
expert at it I supposedly was supervising him but in reality he 
was supervising me I fought the money battles and that type of 
thing and he ran the day to day operations 
What was your impression of the Manne Coips bureauciacy 9 
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The Marine Corps doesn t have much of a bureaucracy they re too 
small They say they re lean and mean and they are One of the 
nice things about the Platoon Leader Coips is that that s what it 
means leader That means you re not saying Hey go take that 
hill You say Follow me People joke about the Marine Coips 
but it builds character and it builds camaraderie I just moved 
houses here three years ago and there s a gentleman that was a 
Marine during the Korean War as my next door neighbor It took 
about two seconds to build camaraderie with him We talked we 
laughed we tell Marine Corps stones even now It is a very small 
fraternity and the members look favorably upon each other with 
fondness but it s not a bureaucracy m the traditional sense 
And then about 71 you re out of the Manne Coips 9 
I got out in 71 I went back to graduate school at San Jose State and 
got a Master s Degree 
And you did veiy well at graduate school 9 
I got a four point in graduate school I giaduated first in my class 
there 

What was the difference 9 What had happened 9 Vietnam had 

happened or what 9 

Vietnam mam age a daughter 

When was your first daughter bom and what s her name 9 
My oldest daughter is Christy she was bom on December 11 
1970 she was bom virtually nine months to the day after I got 
back And she is now a CPA living in Sacramento My second 
daughter Shannon was bom March 10 1973 She is an 
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investment analyst living near San Francisco I m very proud of 
both of them 
And you re a CPA? 

No My wife s a CPA my brother s a CPA one of my daughters 
is a CPA When I was Auditor General I came from the operational 
audit so I [was not a CPA I did] fraud investigations and things 
like that 

So the requirement of CPA was sort of waived in your case 
There is no requirement of CPA 
There isn t one that s been in effect? 

No not at all You have to have a deputy that signs the financial 
audit that is a CPA 

All right Because in some of the material that I ve read about the 
office and there must have been an error saying that the auditor 
general had to be a CPA you needed someone there to sign what 
only a CPA can sign 

Most of the work when I became Auditor General it was all what 
we call operational audits We didn t even do any financial audits at 
that time So it wasn t CPA type work Ironically enough though 
while I was there I got legislation passed to mandate CPA type 
work by having the state conform to the same audits that you do in 
any major corpoiation That s another thing that I m really proud 
of People said we couldn t do it It s too big it s too 
cumbersome you can t do it The federal government fought us 
because what it meant was breaking up all these little bitty audits that 
were going all over the place and putting them into one 



comprehensive audit We did the first one in probably 1981 maybe 
82 and became a model for the country Now virtually every state 
does it that way 

SENEY Let s go back to when you it s okay if you jump ahead it s a 

conversation that s going to happen that s fine but I wanted to ask 
you about your first job at the General Accounting Office How did 
that come about 9 

HAYES When I was getting ready to get out of graduate school I was the 
graduate assistant for the dean of the business school I d been 
doing interviews I had interviews and offers from Philco Ford 
Cutter laboratories I think Lockheed 

[End Tape 1 Side A] 

[Begin Tape 1 Side B] 

HAYES I had job offers from Cutter Laboratories Philco Ford I believe 
Lockheed I was going to go to work when one day my boss the 
dean said You know I just went on an outing with the General 
Accounting Office And I said I m not an accountant, what do 
they do 9 And he said Well they re investigators for the 
Congress Why don t you interview with them 9 And I said 
Well if they call me 111 talk to them The next thmg I know 
somebody called me next thing I know I was interviewed and the 
next thing I know I took a job that paid less than the other three 
offers that I had stalling a long pattern 
[laughter] What was it that made you do that 9 


SENEY 
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It sounded really really interesting Go out and evaluate whether 
the C 5 [airplane] program works Go out and evaluate whether the 
small busmess administration programs work whether job training 
programs really get people jobs that type of thing It was fun and it 
was interesting And it did pay less money 
Were you based in Washington DC 7 
No I was based in San Francisco and after a few years m San 
Francisco I had the opportunity to come to Sacramento and I 
grabbed it 
Why was that 7 

I like a more rural living environment The times if I look back m 

my life that I ve had the opportunity to take jobs usually for more 

pay in urban areas I ve said no and I stay here And that s why I m 

in Sacramento right now I fly to Los Angeles probably three times 

a month All of our company employees are in Los Angeles but 

I m the president of the company and I m in Sacramento 

I guess as president you get to choose 

Yeah me and my partners So that s how I ended up with the 

General Accounnng Office 

Obviously they have an operation here too 

Yes and they still do 

You mentioned the C 5 and the Small Businesses Administration 
Were those things you actually worked on 7 
Yeah but at that time I was lookmg at the transmission of electrical 
energy around the country and basically seeing how it could be done 
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more efficiently and geneiation of electrical energy out of Folsom 
Dam Shasta Dam all the dam systems 

So you were probably looking at the Federal Power Authority and 

Bureau of Reclamation projects and that kind of thing 9 

Yes 

What in this period when you worked on these projects which of 
them stand out in your mind 9 

Well the job that I ran was the electrical transmission job and I did 
that on a nationwide basis I had the opportunity to supervise other 
people that were senior to me in other parts of the country it was 
another stroke of luck We came up with the idea here in 
Sacramento we started building it The people in Washington took 
note and said Yes we need to go with a nationwide analysis of 
this situation And by that time we had the critical mass of 
experience here so they couldn t move it away from us I ended up 
having the opportunity to run a major project 
Far beyond what you should have been able to do 
Far beyond what I should have been able to do In fact the people 
that were working for me in Philadelphia or Dallas 
These are other GAO people 

Yes Other GAO people who were senior in grade to me 
Was that problematical 9 
No it really wasn t 

They didn t resent it or make life difficult for you 9 

No not at all Because we were in California and they were in 

Dallas they didn t care They ran their little Dallas portion of it 



20 


SENEY 

HAYES 


SENEY 


HAYES 


But you needed to call on them from time to time 
We basically designed what we call audit programs and they would 
go out and do what we said We were responsible for taking all the 
aggregate information and putting it together 
I don t know anything about audits either I must tell you I ve read 
some audit reports but I don t know how an audit works and I d 
like you to explain it, either in this context or wait for a moment or 
two until we get to the Auditor General Talk about it in terms of the 
changes you said you made there to be more specific about it so 
that not only will I understand but much more importantly that the 
people who read this will You know they re going to say Why 
didn t that guy ask him what an audit is and how an audit works 
So if you could explain that it would be very useful 
There are two basic types of audits One is a financial audit which 
CPAs do which every major corporation in the country has where 
you go in and you prepare financial statements that show how much 
you earned and what the financial condition of the company or the 
government is at a point in time They certify that with their CPA 
opinion The other basic type of audit and there are subsets of 
these is called an operational or performance audit and there 
you re looking for ways to measure efficiency and effectiveness In 
other words could somebody do this job cheaper and achieve the 
same results or could they do it in a manner that would get them 
better results with the same money And that s where my 
background came from So an operational or performance audit is 
nothing more than a critical analysis of efficiency and effectiveness 
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At some point the Bureau of Reclamation is divested of its authority 
to manage the power side of things Was this audit in part 
responsible for that 7 

No I don t think so I think politics was the part responsible for 

that But that was m the early no mid 70 s 

Yeah How long were you with the General Accounting Office 7 

Almost four years Then I was living here in Sacramento and I 

had the opportunity to work for the California State Legislative 

Analyst 

[A ] Alan Post was the Legislative Analyst at that tune was he not 7 
A very legendary figure really 

Yes he was And I was there for six months I didn t really want 
to leave for any reason but an opportunity came up and I took it 
This again your friend calls you and tells you there s a 
mess/opportunity at Auditor s office Now there had been some 
troubles in the Auditor s office established m 55 and I guess goes 
along pretty easily until about 72 when Mr [William] Memfield is 
fired 7 

Is that the year he was fired 7 
Yes it was 72 

Every Auditor General but me has been fired 
Is that right 7 

Memfield first Harvey Rose second John Williams third 
Now is this the Harvey Rose that s been the Auditor over m San 
Francisco for some time 7 
Yes 
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You came then when John Williams had taken over from Harvey 

Rose 7 

Yes 

Now Williams was actually really accused of some wrongdoing I 
take it 

He was accused of asking an auditor to get access to certain tax 
records not for malicious purposes but to prove an audit point 
And it was inappropriate that he asked that 
Were you his deputy then 7 
Yes 

Were you aware of what was going on in this case 7 I mean you 
were never in the loop on this kind of thing 7 
No 

You said when I asked you about being a CPA that you were on 

one side the investigative side 

Right the performance audit 

The other side would have been the 

Financial audit 

Financial audit side And I take it this request for tax information 
[came from that side] 

No this came from it was on the performance audit side but it was 
a discussion directly between John Williams and the auditor 
Do you think that Williams was badly treated 7 Or was tins 
appropriate firing him on this basis 7 

I don t want to comment on whether he should have been fired or 
not He should not have asked for that information 
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Why wouldn t you want to comment on whether he should have 
been fired? 

I was there at the time He was my boss 

I understand you might sound a little grasping and ambitious here is 
that what you re getting at 7 

No it s more that you know he was my boss and I try not to be 
critical of people I work for 

Okay I understand But you think it probably wasn t appropriate 
that he asked for the [information] 

No he should not have asked for that information 
These would have been what personal income tax records 9 
They were either personal or partnership Not relative to him 
relative to a former client of his 
Ah This was outside work he had I take it 9 
No He ran a CPA practice before he got there The situation was 
that he said he thought of a bieakdown in the way that California 
audited certain tax records and nobody could prove it He said 
Well basically go pull these records and it 11 become evident that 
somebody can do this And they happened to be of a former client 
I m not sure I still understand what happened 
He was a CPA in private practice He left pnvate practice and 
became the Auditor General While he was Auditor General during 
an audit of just overall tax policy they thought they had identified a 
problem with the system that the state uses to audit tax returns and 
they couldn t find a specific example of where this had actually 
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occurred So he reached back into his previous life to a previous 

client and said Pull this person s record 

Because you 11 see where the state has made a mistake 

You 11 see where they have missed something that he s doing 
that they shouldn t have missed 

Ah I understand now So this was reported to the Joint Legislative 
Audit Committee 9 

In those days the position was accountable to the audit committee 

and then they had a hearing and terminated him 

Who was the chair of the audit committee do you remember 9 

[Assemblyman] Richard Robinson 

Was he still chair when you were hired 9 

Yes he recommended me to the committee and the committee 

appointed me as interim at that time And at that time Robinson does 

legislation to help clean out the office to give it more independence 

to make it confirmable by both houses of the legislature and removal 

only by both houses of the legislature So any fights you may have 

with committee chairman or with the committee in general would not 

result in your termination unless they had sufficient cause to bring it 

before the entire legislature 

Why did he make that change 9 

Keep in mind there was a lot of trouble at the office at that time 
Credibility problems standards problems they had just had three 
Auditor Generals fired within a ten year period and he believed that 
there should be stability brought to the office So that was part of a 
bunch of legislation And a lot of it came out of the Controller 
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General the General Accounting Office s standard legislation for 
statewide audit organizations 

I would think too it would be very hard to recruit a first class 

auditor given the history of the position too 

Yes 

Might that have been in his thinking do you know? 

All of that All of that together 

Right You say they did a nationwide search and still came back to 
you? 

They hired Korn Ferry which is one of the leading nationwide 
search companies Korn Ferry came up with five people I don t 
even remember who 
Were you on that list? 

I was on the list And the legislature did interviews with the three of 
them or four of them One or two wafted out of the final five and 
they appointed me 

Why do you think they picked you? Don t be too modest on us 
I had the opportunity to run the organization for six months while 
they were trying to pass clean up legislation domg nationwide 
searches and everything And in that period of time we were able 
to make some strides in both credibility and professionalism that I 
think that worked in my favor To my knowledge it was a 
unanimous vote To be honest with you when I did the final 
interview that s what I said Listen what I m going to do if I get 
the job is what I ve done for the last six months Here s how we ve 
run it here s the lesult And so I got it 
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What changes did you make in the office 
I made personnel changes to put key people I brought in a chief 
deputy Kurt Sjoberg who had left government and gone on to his 
own business and came back I went out and hired Mary Noble 
fromGAO to run the performance audit division We made a 
very concerted effort to do a better job of screening new employees 
In fact we made the hurdle very high including a writing exam 
which knocked out a bunch of very bright highly grade pointed 
students 

Why did you put the writing exam in 9 

Most of what we were doing was communications writing reports 
Well Memfield had been criticized for writing dull reports 
If you write what we wrote we were straight to the point but 
nothing inflammatory That s the way that we did it I broke the 
office into three divisions One was a division that was for fraud 
detection implemented a hotline so people could call in The second 
was a performance audit division The thud was the financial audit 
division that basically was constituted to do the financial audit of the 
State of California which was done for the first time in the early 
80 s So we did that, we streamlined the quality control mechanism 
internally so that anything that went out as a report out of that 
office the people that wrote it and had the evidence would have to 
provide evidence so that a third party another auditor who did not 
work on the report at all would personally initial off on every word 
in the report saying that I have personally viewed evidence that 
they have that supports what is in there 
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This you thought no doubt was the key to establishing the 
credibility of the office 

Yeah because in the ten years I was there I can t recall that we 
were ever second guessed on facts in those ten years And I don t 
think it s happened since I ve left either 
You ve been described during your ten years as Auditoi as being 
fiercely independent 

I guess that s true I had my run ins with the legislature 
That s what I wanted to ask you about How do you get a 

reputation for being fiercely independent? What are the incidents 
that come to your mind? 

Well I guess it s no secret that there was one chairman of the audit 
committee that s now deceased that basically wanted me removed 
[Assemblyman] Walter [M ] Ingalls 
Why did he want you removed? 

Because of the way that I conducted everything according to 
standards according to being just as objective as I could and I 
wasn t into doing some of the things the way that he wanted to do 

them My job I was accountable to the whole legislatme and that s 
one of the reasons that it worked I would have done it any way I 
would have said Hey anybody wants to change one of my 
reports go ahead You can have my resignation at the same time 
What did he want you to change do you remember? 

I don t think there was a specific request to change things There 
was more setting of preconclusions and things like that 
Forgive me for interrupting but what does that mean? 
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Meaning you know we have a request from the legislature to go 

audit somebody and he had already decided what he wanted the 

report to say and the report may well not say that 

Did he ever call you in and say Listen I want this looked at and I 

want these people looked at and I want you to prove they ve done 

this wrong 9 Did he make it clear in that sense 9 

Oh he would say things like that, but I just didn t pay attention 

And that s not unusual you know people all throughout society 

[People have unsupported opinions ] They read a newspaper 

article or hear a rumor and they draw conclusions But that s the 

type of thing that I had some disagreements with him on 

Now to do audits I take it some of these would be requests from 

the legislative members themselves Would that be the bulk of what 

you were going to audit 9 

Statutes or legislative requests or gubernatorial requests 
When you say statutes does that mean some statutes mandate 
periodic reviews of certain programs 9 

Yes or some of the budget act, every year it contains mandates to 
do certain audits 

Did they ever come to see you first and say Can you do this you 
got time for this one 9 

Yes As time went on they did that all the time wed write the 
language for them to make sure that they didn t make any mistakes 
so that they got it right Sold say Here s how you want to do 


Mr Hayes added the preceding bracketed material during his review of the draft 
transcript 
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it and we d put it m a manner that was objective in our judgment, 
and they d write it 

Were there times when you d say Listen this is umpteen audits 
and if I get more staff I can do it 7 

Oh we always had more audit requests than we could do with the 
available staff It became a priority of the Joint Legislative Audit 
Committee based on our recommendations 
So you would meet with them 7 

Yeah wed meet in public session and say Hey here s what we 
think should be done and what shouldn t be done That committee 
was very good and it had some very strong politicians on it but 
relative to the dealings of the work priorities for the Auditor General 
there was only one party line vote in the ten years that I was there 
and that dealt with auditing of the pesticide registration programs at 
the Department of Food and Agriculture During the Deukmejian 
Administration the Democrats all voted yes and the Republicans all 
voted no And the Republicans voted no not because of the audit 
but because they thought that there should be given more time before 
we went m audited something because of the changes 
Right You know in preparing for this I asked the Auditor 
General s office for a list of the audits that were done while you 
were Auditor General Of course I ve looked them over and 
they re all pretty standard But one of them struck me and I wanted 
to ask you about it We have things foi example leviewmg Cal 
Expo this is from 1979 when you must have begun reviewing Cal 
Expo s operations Department of Veteran Affairs review of the Cal 
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Vet program loan procedures and cash flow analysis I mean one 
can see here what s going on here attendance and absenteeism m 
California s schools and so forth But theie was one that struck me 
and I thought I had marked it Yes it s from 1981 and it s T bone 
steaks served to inmates at the California Institution for Men at 
Chino 

A little investigation yeah 

it stuck out from the rest of them Do you remember that one 9 
Vaguely What it was I think Senator [Daniel E ] Boatwright 
requested it at the time There was a news report of families coming 
to visit the people there the inmates and being served T bone 
steaks So we were asked to go down and find out about this 
happening how often how much did it cost So we went down 
and found out that it did in fact happen Oh yeah and then some 
inmates eating two or three steaks Well the steaks turned out to be 
paper thin 

You re showing about a quarter of an inch thick with your fingers 
Yeah They were being served steaks but they were purchased as 
part of the whole cow so they bought their meat not by the selection 
of beef but by We 11 take fifty head of cattle and then butcher it 
up 

There s got to be some steaks in there somewhere 

Yeah so there s got to be steaks in there somewhere So that s 

what happened 


[Break] 
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Why don t we continue 7 You just mentioned to me that when you 
were selected for Auditor General there was a very prestigious 
triumvirate that picked you 

Well the legislature at that time was trying to depoliticise the office 
and make it professional So they basically went with a three 
person committee to make the recommendation 
Of outsiders 7 

Right It was Casper Weinberger who was out of public service at 
that time 

But had been an assembly member 

Yes And had been Director of Finance John Moss who had just 

retired from the U S Congress 

Who had also been an assembly member 

Moss was a Democrat Weinberger was a Republican And Bruce 
Sumner who was a Superior Court judge in Orange County who 
had been an assembly member but he started as a Republican 
ended up as a Democrat So those were the three that did the 
interviews and finally recommended me 

I ve given you the list of audit reports that were done and as I say 
most all of these are pretty clear why all of them were done Any of 
the audits during this ten year period stand out in your mind as being 
particularly important or particularly difficult or particularly 
political and troublesome for the office or for you 7 
Well everyone was politically not everyone but a lot of them were 
politically sensitive We tried to take pohtics completely out and as 
a matter of fact it ended up with members of the legislature just 
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knowing that we were just fact gatherers and auditors and people 
that drew conclusions in a non partisan way We would very 
rarely if ever get our reports challenged publicly by the legislature 
or not too much by anybody after a while They would fight over 
the conclusions and what to do about it In other words if we 
wrote a report saying that there was a lot of welfare fraud people 
wouldn t dispute the fact that there was a lot of welfare fraud but 
the Republicans might have a different view on what to do about that 
than the Democrats 

One of the reports that you did do was on toxic waste 
Yes we did several on toxic waste 

And you were very cntical of what had gone on in that program 
Basically at that time our toxic waste program protection programs 
were out of control You know it was a new government role m 
the early 80 s But both the licensing and the collection of fees and 
the penalties and the reviews and how to prevent more toxic waste 
from going into the ground was not very well controlled It s much 
more under control today than it was at that time So yes we wrote 
multiple reports on that issue 

Did all of these reports cross your desk before they went out 9 
Yes 

So you d want to see these to see what the conclusions were I 
suppose you had your sign off system by this time so when they d 
come to you you d be satisfied that the facts were straight 
Yeah but I was a behever that there were several stages of an audit 
and that s when I became involved I obviously wasn t out day to 
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day supervising but I knew when reports were reaching a phase 
where we had tentative conclusions and recommendations And I 
was involved at that time So by the time it hit my desk for 
signature it was not news 

And I had a chief deputy whose main purpose was running herd 
over that We used to say that he took care of the inside and I took 
care of the outside of the office [The] problem was I liked doing a 
lot of the inside stuff too so I kept involved there But he and I 
talked every day for long periods When we d have audits let s 
say in the toxic waste area we would talk at length over weeks 
about what we were finding what orn conclusions were how to 
fairly portray it For example one of the thmgs that we did was we 
always briefed the people we were auditing I made an offer to all 
the department directors and all the agency secretaries As things 
are gomg along if you want periodic briefing from me on what 
were finding thats fine You know the purpose here is to 
identify ways m which you can fix it The purpose here isn t to 
bhndside you with a public report out of the blue Many of them 
took me up on that, many of them did not But the offer was always 
there Anythmg we were finding the instant we found it, they were 
welcome to have that information and they would certainly get it 
before the legislature before the general public before everybody 
because to be honest with you it was one of our quality control 
checks as well because if they had some information to rebut it that 
was their time to present it 

SENEY It was surfaced then befoie you might make a mistake 
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Yeah that s right And they might say Well we ve got this 
information We say We re sorry that doesn t rebut the point 
so we re going to go with it 

When you say your deputy took care of the inside and you took care 
of the outside with some interest in the inside obviously what does 
that mean to say you took care of the outside 7 
I took care of the public testimony the dealing with the media the 
dealing with the department directors and the agency secretaries who 
we were auditing on a regular basis getting our budget through 
legislature meetings with legislators and constitutional officers who 
might want an audit done helping them frame those audits that type 
of thing 

Talk a little bit about your relationship with the media How did that 
work 7 

I m uncomfortable generally even to this day in dealing with the 
media, but I ve always gotten along well with the media I think that 
they would say the same thing in that I never lie to them I don t 
ever intentionally mislead them I think after a while they learn to 
respect that I m testifying today on an eai thquake insurance bill 
that I m doing as a favor I m not getting compensated 
This very day you mean 

Today And as I look around the press corps is waving at me and 
one of them says Hey how are you doing I m on friendly terms 
with a lot of them Ive always treated them with respect I always 
return their phone calls 
Did you ever call them first 7 
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SENEY First of all I need to say that today is August 29 1995 My name is 

Donald Seney I m with Mr Tom Hayes in his office in 
Sacramento This is Session 1 and this is Tape 2 
HAYES No as Auditor General we never ever did any media outreach All 
we would do to answer questions if they wanted to know when a 
report was going out we d let them know but we didn t schedule 
piess confeiences or any of that We would distribute all of the 
reports to the Capital Press Corps on the day they went public The 
schedule is fairly standard We would give it to the person being 
audited they had five working days to respond You d give it 
seventy two hours to the legislature so that they would have an idea 
that it was coming and you would release it We just didn t have 
any leaks relative to the press but we didn t backdoor the piess 
either 

SENEY What were your instructions to your staff in terms of press 9 
HAYES If you talk to the press [before an audit is officially released] 

you 11 be fired As a matter of fact when we had the legislation 
written in the early 80s it was a misdemeanor for anyone to release 
information publicly to anyone pnor to the time that the audit report 
was publicly released 
SENEY And grounds for dismissal 
HAYES It was grounds for dismissal and it was also illegal 

Mr Hayes added the preceding bracketed material during his review of the draft 
transcript 
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When you became Auditor General did the committee chairman say 
Now don t talk to the press let me give you some advice here or 
did you know not to do that*? Was it your inclination 7 
It was my inclination Nobody ever said anything about the press 
As a matter of fact you know the way the legislature and elected 
bodies work is that they like dealing with the press They like 
getting in the paper I didn t think that that was the proper role for 
an audit organization And me personally I m not comfortable 
and I d lather my name never go to the press again Although it 
seems I get myself into positions where I end up getting m the 
press 

Well you know you must have been very scrupulous about that 
because you made my research very difficult in terms of going back 
through the LA Times files and the [Sacramento] Bee files there s 
almost no mention of you m the newspaper or the California 
Journal There are some exceptions One was early on m the 
Deukmejian Administration when there were pioblems in the 
department of Veteran s Affairs You apparently did an audit there 
do you recall that 7 I m sorry it was O E O rather than Veteran s 
Affairs 

Office of Economic Opportunity 7 We did several I don t remember 
the specifics 

Well there are some questions about whether or not a Deukmejian 
appointee had presided over making grants to ineligible recipients 
organizations That got some press 
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I don t remember it but whenever you re passing out contracts and 
you go in as an auditor that s not an uncommon finding is that No 
basis for award of contracts or distribution of grants Sol don t 
remember that particular audit 

What overall impression do you take away from those ten years as 
Auditor of the honesty and efficiency of California government 9 
I made my living criticizing the way California government works 
but to be honest with you California government works better than 
most governments in the country Does that mean it s good 
enough 9 No it is not good enough And we need to do things even 
to this day especially cheaper and more effectively I came away 
from that ten year period thinking I was very fortunate to have the 
opportunity to lead the group of professionals that I had there in the 
Auditor General s office Many of them are still my good friends I 
like that a lot It was coming to the end of the time that I thought I 
could be as effective as I wanted to be I believe that there s 
something healthy about periodic rotations I like the way that the 
military does things you rotate people periodically keeps fresh 
ideas break down old barriers and you don t have as many fights 
with personnel and that type of thing So I ve had a good ten year 
run 

Were you getting bored with the job 9 

No it s not a job you can become bored with I ve been fortunate 
because at that time I became very active nationally in getting 
legislation passed mandating audits that state governments have the 
same audits that pnvate sectors do 
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Was this congressional legislation? 

Congressional legislation 

How did you do that 7 How did you become involved m that 7 
I became involved because I was a member of the National State 
Auditor s Association About that time I became President of the 
National State Auditor s Association I was elected by my peers 
and that was the issue of the day We were fighting quite honestly 
with Washington but we won We beat O M B [Office of 
Management and Budget] on the issue and then O M B turned 
around and took credit That s the way things work But I got 
mvolved then and ultimately I became president of the National 
Association of State Auditors Controllers and Treasurers Sol 
was involved with national issues there everything from cash 
management to the sale of bonds to audits to accounting systems 
So that kept me on my toes as well 

I can understand why you would be involved There must be 
annual meetings at these organizations to which you belong 
Yes each has one annual meetmg 

Does being from such a large important state have a bearing on 
your being elected to this kind of an office 7 
No I m very disappomted that most California statewide officials 
don t participate to the degree that they should What I found was 
that in the aieas that were good for California for example this audit 
legislation it was important to California that it be passed properly 
so that it would meet our requirements and tighten up accountability 
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in California but don t cost a lot of money By me being involved 
that happened [and otherwise] it might not have 

You mean different legislation which would have been more difficult 
for California might have been passed 

That s right For Tennessee for example they don t have the same 
requirements that California does So by me being involved we 
were able to meet our needs As a matter of fact it was very well 
tailored for California Other things that went on on a national basis 
it s better to be involved You can do it much better for yourself 

You can serve your state much better if you have forty nine other 
states as allies 

And you felt that was your responsibility in this position was to 

take part in these affairs 

Right 

What impression did you gain of this sort of audit function around 
the country'? 

Well back in the early 80s it was very mixed I would say today 
the audit function on a national basis is stronger There were some 
states that were true leaders in the early 1980 s 
Who would those be'? 

California Tennessee Arizona Illinois Michigan 
As you name these are these likely to be a function of the 

personality the dynamism and the skill of a particular auditor m 
that state*? 
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Both The legal structure the skill and interest of the individual 
and the statutory framework you can get your statutory framework 
changed if you need to 
Did you enjoy doing that kind of thing 7 

I enjoyed it very much I liked the job as Auditor General I took it 
from a demoralized small office to [an office with] three 
divisions each of which more than paid for themselves m terms of 
their savings to the taxpayers We had people from all over the 
world coming here [to learn our techniques] When I was there 
as a matter of fact, it s probably somethmg I should have talked 
about starting m about 1985 I became a volunteer to the Southeast 
Asian countries through an organization m San Francisco called the 
Asia Foundation I first got involved when Cory Aquino became 
elected as president of the Philippines I was asked whether I 
thought the democracy would survive there by the president of the 
organization I said I don t think it can unless they get control of 
the money He said Would you help 7 And I said Yes I did 
help while Cory Aquino was in power I made several trips to the 
Philippines and I brought ninety full tune Philipino civil servants 
here for a two month on the job training program scattered them 
around state government I helped them with then- financial 
infrastructure 

What does that mean when you say infrastructure 7 What kind of 
specific legislation did you think they needed to keep things honest 7 


Mr Hayes added the preceding bracketed material during his review of the draft 
transcript 



41 


HAYES 


SENEY 

HAYES 


SENEY 

HAYES 

SENEY 

HAYES 


SENEY 

HAYES 

SENEY 


HAYES 


They were in the process of implementing a new constitution that 
gave audit authority to their commission on audit which was 
designed to be structurally independent They weren t really sure 
how to go about many of the things that they needed to go about 
They were still very archaic in terms of the way they approached 
audits No computers no systemic reviews it was more just 
checking vouchers and things like that So I was helping them 
move in that direction I taught training courses there 
They had a lot to learn I take it 

Yeah And I dealt with their investment people their accounting 
people their auditing people their local government people their 
budgeting people and we brought segments of all of them here to 
California 

I know you worked in Thailand too did you not? Domg the same 
general kind of thing? 

Same thing in Thailand and Indonesia and Vietnam 

It must have been interesting I would think 

It was very interesting As a matter of fact I miss it to a certain 

degree The current Auditor General just went to Hanoi two weeks 

ago 

In kind of furtherance of what you began? 

Right 

With the Philippines and with Thailand and Indonesia and 
perhaps Vietnam I m not so sure the general assumption we have 
here is that there s a lot of corruption theie 
Certainly more corruption than we have in this country 
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Did you feel like you were swimming upstream against a pretty 
strong current or was this doable? 

Well its doable but it s multi generational I mean you re not 
going to go in and in one small period of time make their financial 
infrastructure as strong as what we have here in California or the 
United States But, hopefully you get them moving in the right 

direction I have no doubt [about the success of the] program that 
we did for the Philippines which was ready three years They 
have now their leaders legislative members mid level financial 
people who are now probably a step above where they were that are 
better equipped to deal with the financial runnings of the country 
Of note they haven t had any coup attempts lately that spare 
military but it s also part control of the money Let s face it 
societies internally generally fight about money distribution of 
wealth distribution of money Hopefully if we had some small part 
in that the people of California should be delighted 
Well you re smiling you enjoyed this 

I veiy much enjoyed it I had the opportunity to go to Hanoi this 

time and I just couldn t do it I would have done it 

You were too busy with your duties that you have now probably 

some in Orange County we 11 get to those toward the end Well 

who knows we may need some of that audit training down in 

Orange County We can talk about that probably tomorrow Is 

there anything else you want to say about the auditors office 1 ? 
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You can come back to it It s a fine professional office now that 
has good statutory infrastructure good administrative infrastructure 
good people and a good leader right now And it s well respected 
Now obviously you ve become State Treasurer Jesse Umuh dies 
m office a very legendary man in California politics and you said 
before we began talking that you d had some contact with him and 
knew him 
I audited him 
Talk about that 

Well I mean every year we had to audit the operations of the 
Treasurer s office And so I was fully aware of what he did and 
how he did it, basically he had a fine group of professionals there 
and did a good job Jesse Unruh I thought especially in the later 
part of his tenure as Treasurer was a good treasurer He did things 
differently than I did and that became a part of public record when I 
took office But he was very fiscally conservative relauve to 
borrowing money and paying it back, and investing money and 
running of pension funds And I think that he did a good job I got 
along very well with Jesse Unruh 
You must have worked with him directly and personally? 

Oh yes He s a legendary figure in California and the stones that 
you hear about him aren t too far fetched He did like to dunk he 
did like to chase women He was a master at power politics He 
was very interesting 

Do you recall any anecdotes any specifics that illustrate aspects of 
his character? 
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None that I want to get into 

[laughter] That s too bad because those must be interesting Those 

are exactly what people will be wondering about when they read 

this What in the woild was he talking about 7 

Well you know it s no secret he spent a lot of time drinking and 

pai tying But I will say that as the person that audited his office 

his office ran well So he spent the time he needed too to do his 

job 

Well I don t think it s any question he was a man of large 
appetites for pleasure and for power I m more interested and I 
think perhaps people who read this subsequently most of them will 
be interested in the questions of power 

Well he structured the Treasurer s office to give moie power to the 
Treasurers office But you know what 7 It was the nght thing to 
do As a matter of fact there should be probably some more 
consolidation there 
What did he do specifically 7 

He [consolidated all bond sale activities] into the Treasurei s office 
[by proposing financing authorities chaired by the Treasurer]* [He 
educated]* people that if you wanted to sell bonds for the State of 
California you had to come through the Treasurer s office which is 
the proper thing to do Everybody or a lot of people m State 
Government think it would be glamorous to go deal m the financial 
markets but they re not equipped to do it And you don t want an 
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Orange County type situation or the other dozens of breakdowns 
that occur throughout the world on an annual basis to occur So 
you get financial professionals in there that know how to deal with 
those markets and you help them do their jobs and that s what he 
for the most part did 

SENEY When you say financing authorities these are specifically people 
who can sell higher education construction bonds 
HAYES Right 

SENEY Name some of those 

HAYES You re talking about higher education you re talking about school 
districts you re talking about prison bonds you re talking about 
industrial development bonds bonds for hospitals bonds for 
environmental protection projects bonds for water projects All of 
those types of things And whether directly or indirectly they all 
funnel through the Treasurer s office 
SENEY Thanks to Jesse Unruh 

HAYES Yes 

SENEY Now in the bond legislation that the voters pass or the legislature 
could pass particularly the voters pass that funding mechanism is 
in there isn t it 7 It 11 say This entity will sell the bonds and so 
forth 

HAYES Constitutionally if it s within the State of California the Treasurer s 
going to sell the bonds By policy and by statute the Treasurer 
picks the underwriters And the underwriters make good money 
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SENEY Let s talk about becoming Treasurer before we talk some more about 
the details of the Treasurers office You know Mr [Dan] Lungren 
was the first choice of Mr Deukmejian The Democrats didn t like 
him because they thought he was too ambitious I think they did 
him a favor and I think he would say so too he s now Attorney 
General 

HAYES He has said so publicly 

SENEY Yes Numerous times The Attorney General s office frankly is a 
more traditional springboard to the Governorship I m not sure the 
Treasurer s office ever has been 
HAYES Not to my knowledge 

SENEY So the office is open still Mr Deukmejian is very unhappy I 
understand with the rejection of Mr Lungren 
HAYES Yes That s true 

SENEY Tell us how you became Treasurer 

HAYES [As Auditor General] in September of every year I made my 

senior people they volunteered to go on an off site with no state per 
diem 

SENEY What does that mean 7 Off for a little conference 7 

HAYES What we did was we went on a two day planning session What we 

did is we went up to a local State Park I made them camp out We 
cooked our own food We used the meeting facility there and we 
would meet all day and then barbecue and have a few beers at night 
SENEY Very low budget operation 
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No state cost I didn t give them per diem and I guess they could 
have refused to go but nobody ever did But anyway this became 
sort of a tradition It was fun it was team building We set out our 
goals for the year and we reviewed how we did on meetmg last 
year s goals I guess there were ten of fifteen of us that would go to 
this thing and you d never get anything done if you were around 
telephones So we went where there were no telephones and we 
just did that There was one telephone and we would call in at 
breaks So I called in at a break and my secretary Pam Dolk who 
should be part of this interview because she and I worked together 
for fifteen years and every success that I have she shares in that 
success 

Is she still with you 7 

She s with the Director of Finance When I left as Director of 
Finance she [stayed] She s still there But she was with me when 
I started m the Auditor General s office to when I became Auditor 
General to when I went to the Treasurer s office to when I went to 
Director of Finance Anyway I called m and she said Mike Frost 
wants to talk to you The Governor s Chief of Staff So I called 
him back 

Was it unusual to get a call from the Governor s Chief of Staff 7 
No not really I mean he called periodically on audits Like I said 
we tried to keep them informed on audits and there could be 
something going on It didn t happen every week or even every 
month but several times during the year we d get a call So I 
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called him back and he said Governor Deukmejian would like you 
to come in to talk about the Treasurer s office And I said Okay 
Is that all 9 

That s all I said I didn t know what he meant 
You didn t 

So anyway when I got back I went in there and it became apparent 
that he wanted me to consider being the Treasurer That created 
some problems for him and for me I was non partisan I was 
registered as a decline to state 

And you felt Im sure you had to do this with your auditor s job 9 
Being non partisan 9 Yes that s exactly right 
And if you hadn t felt this way would you have registered 
Republican long ago 9 

Probably Now I was declined to state so we talked about it 
He said You know part of this I would want you to agree to run 
for office If you were to register today with a political party which 
would you register 9 I said Republican He said Okay what 
do you think about running for office 9 I said Well I d want to 
talk to my wife about it I want to go home and talk about it and 
think about it So he said Do you know what you d be getting 
into 9 And I said Yes I think so And he goes No you 
don t 

[laughter] What did he mean by that do you think 9 

Well what he meant is that I was very aware of what it took to run 

the Treasurer s office but the political side is another whole 

[matter] 
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The campaigning 

Yeah And I was not very good at that nor very comfortable with 

it and I readily admit it And I don t like it So I went home my 

wife and I talked about it over the weekend and said You know 

it s time to move from the Auditor General s office The 

Treasurer s office is a tremendous opportunity The Governor of 

the State has asked you to do it Let s say yes 

That must have been kind of exciting I would think I mean 

driving home from the Governor s office 

No I mean I was proud happy It s always mce to be recognized 

and ultimately I said yes 

Did you have to think about it a whole lot? 

Yeah Oh yeah I was leaving what many still consider the best job 
in California State Government because you re basically out there 
working for yourself and running your organization And you can 
afford to be fiercely independent So my wife and I decided yes 
I went back and talked to the Governor again and he said Do you 
know what you re getting into 9 And I said I think so And he 
said No you don t But we went with it The day that he 
announced me it was in the capital I was on my way the next 
morning to the Philippines Sol did the press bit that day and then 
I was over to meet with Cory Aqumo As a matter of fact there s 
the picture right there [Mr Hayes points to a picture on his office 
wall] So I couldn t stop that and I went over and did it And it 
just so happened that there was a Republican convention that 
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weekend that I didn t go That made some of the Republican 
stalwarts upset 

It would have been politically wise for you to have been there 
Sure but I didn t know anything about politics I knew they had 
these conventions I had never been to one before 
Deukmejian didn t suggest to you that you should go 
No Deukmejian as a matter of fact said Hey if you have a 
commitment to go see Cory Aquino keep it And so I did and 
away I went And the Treasurer s job for me was the best job I 
ever had in State Government I loved being Auditor General it 
[bemg Treasurer] was a tremendous opportunity but I really liked 
dealing with the financial markets I liked investing money Hiked 
borrowing money I liked dealing with rating agencies I liked all 
of that I still love it I went in virtually eveiy day and personally 
participated m the investment of the money $350 million a day at 
that time 

Before we get into what you did as Treasurer I want to talk about the 

confirmation process How did that work 7 

First of all I was naive to think that I might be confirmed fairly 

quickly The legislature was going to take the full amount of time 

that they could under the Constitution 

And how much time was that 7 

I think it s ninety days but if there s a break it s thirty days of 
continuous session I was appointed in September They had until 
January I think after they came back in early December so I was 
confirmed on virtually the last day I made the rounds I knew 
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most of the legislators The guy that I asked to come in back out of 
the private sector [to be my chief deputy] B T Collins at that 
tmie was making $250 000 a year m the private sector And I asked 
him to take a $170 000 dollar a year pay cut to come back in and he 
did it He was very helpful he understood politics He and I 
concluded the same thing on this issue and that was I needed to get 
around and talk to these people the individual legislators 
As a matter of courtesy if nothing else right 9 
Right but also many of them were my friends on both sides of the 
aisle Now I had some really interesting things happen to me 
during that time I obviously was going to get the support of the 
Republicans even though there was grumbling m the Republican 
ranks Oh he should have picked a Senator he should have 
picked whatever 

Or at least someone who had been an avowed Republican for some 
period of time 

Right But I got help from a lot of them including [Senator 
Kenneth L ] Ken Maddy who wanted the job and Ken Maddy is 
just one of the great people in California government, he selves the 
citizens well But on the Democratic side of the aisle some of my 
friends basically were not forthcoming m their support I will 
always remember one [Assemblyman] Lloyd Connelly a Democrat 
who Id known and wed worked on some things together He 
wrote me a letter within a day of my nomination that said You can 
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count on me to vote for your confirmation Well I went back to 
him and said You know Lloyd I know that you said that And 
I said if there s a leadership position and somebody didn t want 
me in it He said No I will vote for you And he was 
really the first Maybe even before any of the Republicans So that 
was interesting to me 

Did you sense immediately a change in your relationship with the 
legislature as you re moving now from the Auditoi General to the 
designated Treasurer 9 

Sure In their views it s a more powerful position because Jesse 
Unruh had created that powerful position so you get both more 
respect and more skepticism at the same time Before I was a non 
threatening individual They d know that the reports would be 
critical They d know that sometimes they would disagree with the 
reports but they d know that I wouldn t ever backdoor them As 
Treasurer all of a sudden I m in an office that many people in the 
legislature would have loved to have They know that I can if I 
wanted to in a partisan way say things that get in the newspaper 
that could help or hurt them And so there were some changes but 
your real friends just treated you the same 

Who stood out as a sort of surprise that didn t support you anyone 
The ones that led the opposition were [Assemblyman] Mike Roos 
and [Assemblywoman] Maxine Waters 


[End Tape 2 Side A] 
[Begin Tape 2 Side B] 
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The question I implied it must have been a big change again from 
as you say from you re a non threatening professional legislative 
employee to someone now who s got an office many of them 
wanted My recollection of that is that the Democrats really kind of 
felt that this was a Democrat s office Jesse Unruh had held that 
office that Deukmejian should really have put a Democrat m there 
And they were not happy with Lungren first of all 
No but they used all of their bullets up on Lungren I flew through 
the Senate 

Which hung Lungren up That s where he lost 

Yeah I flew through the Senate That went on veiy quickly It is 

on the Assembly side where there were hearings and they tried to 

shoot holes in me They toed to bring up abortion issues and things 

like that They went through the political exercise of trying to get 

me on the record on everything that might be controversial 

You re opposed to abortion right 7 

I m personally opposed but I do not believe that the government 
has a role in it There s certain thmgs that the government can be 
involved in and there s certain things that they can t And I think 
abortion is one where the government, even if it wanted to be can t 
be successful If you are morally opposed to it convince other 
people to be opposed to it 

Your position is essentially a Libertarian position I would say 
[laughter] Well I don t know I think I m very 
I don t mean to identify you as a Libertarian 
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I think I m a very fiscally conservative person but I have some 
social views where basically you re responsible for your own 
actions go ahead and take those actions but you ve got to bear the 
consequences as well 

Now you were Treasurer from the day Mr Deukmejian appointed 
you 

No I had ninety days 

At some point you let Elizabeth Whitney go which is putting it 
nicely 

Liz Whitney 7 

Liz yes Whitney Im sorry 

The day that I was sworn m as Treasurer That s the only time that I 
could 

The word is that she had worked to sabotage Mr Lungren s 
appointment 

I don t know if that s the case 
And yours too 

I believe that s the case with mine and I don t know about Dan 
Lungren s 

What made you think that that was the case with yours 7 
People told me 

Legislators that you had been around 
Yes yes 

She apparently hoped to be able to run for the Treasurer s office 
she was acting Treasurer 
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I don t know Liz Whitney and I were friends until the day I got 

nominated and then the relationship became strained and then up 

until the nomination it continued to be more strained and then after 

the nomination nonexistent 

Well you clearly felt that you had to remove her 

Yes I did I believed that I had to bring in my own people but 

also her activities leading up to the confirmation made it impossible 

for me to even leave her there during a transitional period 

You said you hired B T Collins away from a lucrative job I don t 

know I think you probably did him a favor I mean he loved 

politics for all he said about it Talk about him a little bit because 

he s another legendary person and a Manne if I m not mistaken'? 

No Army 

Army man 7 But a Vietnam Veteran 

Lost an arm and a leg in Vietnam The most loyal person I ve ever 
met in my life He was loyal to a fault He was blunt he was 
outspoken He was the most charitable person I ever knew in my 
life he d give away half his salary that he made from Wall Street to 
chanties And I trusted him you could trust him He and I had 
been friends since I audited him Gomg back to Auditor General 
days he and I met m front of a legislative committee where I was 
cnticized in the California Conservation Corps He made a 
comment about my auditors and I took him on I said If you re 
going to pick on somebody pick on me not my auditors And he 
and I went out and drank several beers that night and were good 
fnends ever since He was just a wonderful human being who I 
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miss and I was very fortunate to get him to come in and be my 
Deputy Treasurer because he knew a heck of a lot more about the 
political side than I will ever know 

Tell me what did he bring to you m terms of the political side 9 
He understood what motivated people He understood what you 
needed to do to get things done He had tremendous personal 
contacts throughout the state on both ends of the political spectrum 
When we buried him they said five thousand people were at the 
wake in Capital Park it was ten thousand [I know] because I ve 
been up on podiums before as I was on that day And there were 
ten thousand people If you looked out there there were African 
Americans Caucasians Liberals Conservatives Gays Straights 
Feminists Arch Conservatives They were all there standing 
crying And that s the type of person B T Collins was He and I 
fought like brothers during that time 
Do you remember some of the things that you argued about 9 
Approach Approach to things He wanted me basically traveling 
all the time and I wanted to stay in the office He basically said 
You can take your computer and do your investing over the 
phone 

He could put these things kind of colorfully Can you give us a 
sense of how he might have urged you to take his advice 9 He s not 
here to do this for us and those who knew him have to put him on 
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the record in a sense and I d like you to do that because you 
obviously knew him well 

I knew him very well He was like a brother to me He would use 
a lot of expletives in his [laughter] 

I m waiting for you to [laughter] 

No* [laughter] 

Well we can put quotation marks 

The next thing you know people will have hold of this tape You 
know he d call me a Marine wimp He gave a speech one time with 
my parents in the audience saying that Id tried to get in the army but 
my parents weren t married or somethmg [laughter] 

Well he had a way of saymg that kind of thing that didn t offend 
No 1 He got away with things he got away with all of that type of 
thmg And he worked seven days a week on my behalf He did his 
job in the office After work drive to the Bay Area to give a 
speech then Friday night fly to San Diego be there somewhere 
Saturday then Sunday A lot of it out of his own pocket He 
would just go give speeches to groups which he did for years but 
after I became nominated even before he was going to be Chief 
Deputy Every speech he gave he was out there talking about me 
One of the things he had extraordinary insight in was how he used 
the press as Conservation Corps Director and how he was able to 
get favorable publicity Obviously this was not an area in which 
you d had a whole lot of experience 

He loved the press' I hated the press he loved it He wanted to talk 
to them He d call them If there was something bad he d call 
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them and tell them He d say Hey guess what we screwed up 
I d say Why do you do that, B T 7 And he d say Well they re 
gomg to find out anyway what the hell Just tell them up front 
He was right wasn t he 7 

Yeah he was right That s what we had these arguments about I 
argued with him after I left and he was an assemblyman I d still 
argue with him about some of the things he did It was on the 
television He wrote some letter to one of his constituents and it 
was criticizing over a vote that the governor asked him to make and 
he ended up with Kindly kiss my ass B T Collins your 
assemblyman I mean that s just the way he was 
What other elected official do you know when he was running for 
office had a town hall inviting all his critics to come there and take 
their best shot There he was all by his lonesome standing up 
there 

Well he s very much missed there s no question about it And 
he s a unique individual and a unique political person Let s talk a 
little bit about how the Treasurer s office operates because you d 
made some changes 

Well I instituted a competitive process for the selection of all 
contractors particularly underwaters with the state That had not 
been done before We basically made evaluations of who could get 
us the best deal And I subsequently got that put into legislation 
which was passed and so now everybody deals with it 
Explain it us if you will how say you ve got a block of bonds that 
you need sell for higher education because campus construction 



59 


HAYES 

SENEY 

HAYES 


SENEY 


schedule requires payments or pick any example you like prison 
bonds or anything 

No that s a good one There s two ways to sell it depending on 
what you re gomg to use as your source of repayment General 
obligation bonds obhgate the general State of California in total the 
full faith m credit stand behind it Those typically go out on a 
competitive bid You just say Here are the bonds you take the 
bids and you pick the lowest bidder 
Now all of this is so commonplace to you say I m Kidder 
Peabody Or who would be bidding on these bonds 9 
Typically on the general obligation bonds they were in multi 
million dollar increments and there were two syndicates one 
headed by Bank of America one headed by Merrill Lynch and they 
would both have a dozen or so firms that were in their syndicate 
They would bid as a group with one lead underwater and then the 
rest of them and so they made a bid on what interest rates they d 
pay and whoever gave us the lowest interest rates you would pick 
them Then they were the underwaters Then they in essence 
bought the bonds at the pace they agreed to pay and then they 
turned around and tned to sell them to individuals or groups or 
institutions and make a profit on the spread 
The spread being the difference between what they paid for the 
bonds and what they sold them for they re going to sell them for a 
lower amount than they paid for them 
Right right 


HAYES 
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Now if you re talking about say 3 5 percent would that have 
been low 4 ? 

That s low Yeah that s low They were all over five 
Say five percent If it s 5 10 and 5 00 there s a big difference 
there in terms of what the state will pay 

Oh absolutely because you re dealing with hundreds of millions of 
dollars over twenty years that s a lot of money So that s how we 
would do those Now more complicated are ones where the 
source of repayment is not the full faith in credit of the State of 
California but a source of revenue Say higher education bonds 
you re building a dormitory and maybe the dormitory fees are 
going to pay Still fairly stable but there s more risk there Those 
become more difficult to sell and those we would sell on a 
negotiated basis whereby we would pick the team of underwriters 
[competitively] and then we would go to the open market and 
during the course of the day we d picket with the price we were 
going to try to sell them at but that price would typically move a 
little bit up or a little bit down based on the demand foi the bonds 
So you had to massage it a little bit It wasn t best to use a true 
competitive bid but what I beheved is those underwaters who are 
still going to make money should be selected competitively and 
that s the system I installed When Jesse was there he believed that 
he could just pick whoever he wanted to be on those underwriting 
teams So that was changed 


Mr Hayes added the preceding bracketed material during his review of the draft 
transcript 
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Jesse Unruh always said he understood and everyone said about 

him that he understood the connection between money and politics 

And I expect that s kind of what were talking about here is the 

connection between money and politics In other words there s 

maybe a greater opportunity to raise funds under the system that Mr 

Unruh had than the system that you put in 

That s probably correct 

More than probably correct 

That s probably correct 

[laughter] That s really more than Okay 

He raised more money than I did 

Well he had millions left when he died Whatever happened to 
that 9 Do you know 9 
I don t know 

1 3 million I think it was in his campaign fund 9 

There s an Unruh Institute at the University of Southern California 

They probably got some 

In other words you then would have competition between the 
underwriters for these negotiated revenue based bonds and then 
you would pick from among those and say All nght we 11 deal 
with you on these bonds Now when you say you re watching 
the bond market which interest rates are you watching during the 
day 9 

We re actually trying to sell them You go to the investment 
community and say Today we re going to sell 300 million dollars 
of prison bonds They re revenue bonds They re not full faith m 
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credit bonds We believe the price should be 5 70 percent And 
you start selling them and all of a sudden at 5 70 you have all of 
these orders that you haven t executed and you say Wait a 
second We re a sell out at 5 70 Let s drop it to 5 60 And then 
the demand comes down a little bit Or at 5 7 Hey were not 
getting any orders let s go to 5 80 Whatever And eventually 
you find where the market is and you sell it 
How does the bond sales flow? I mean that isn t something that 
you necessarily choose 

It s either the voters vote to say We re going to sell K through 12 
bonds or you have the legislature pass legislation saying We re 
gomg to sell hospital bonds or were going to sell low income 
housing bonds something like that 

So there s the authority to sell the bonds But the question is to the 
timing of the bond sales is then up to the people who are building 
the hospitals or building the prisons or building the dormitories 
And then they will come to you and say Treasurer Hayes we 
need a hundred million dollars by a set date Is that how it works? 
Yeah And that became an issue in my campaign Even though I 
sold bonds at a fairly fast clip I was critical of the fact that 
California was selling too many bonds because people weie starting 
to think of them as free money I was criticized by my opponent in 
the campaign Kathleen Brown for not selhng bonds fast enough 
But the fact of the matter is when you sell a prison bond is the day 
that the pnson is ready to open or when the people put a demand on 
you for the money You don t just go out and sell the bonds She 
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didn t after she was elected I didn t when I was treasurer Jesse 
Unruh didn t when he was treasurer 
She knew that didn t she 7 

I would think so but I can t put myself in her mind 
Right It s kind of politics m a sense 

I think it was somewhat politics but that s the way it is bemg done 
and that s the way it was done There s a number of reasons for it 
but that s when the bonds are sold The sale of bonds has never 
slowed down the construction of any school of any dormitory of 
any prison 

Right I know you used to have the reporters in at 6 30 in the 
morning invite them to come in and watch you 
I had a standing invitation and a couple of times they came 
That s awful early m the morning for our press corps But you le 
there because of course the New York markets are open at that 
hour 

The investment side of the office is the side that virtually everybody 
forgot about 

That s what we re talking about these early morning calls 

When I was Treasurer and the treasurer today Matt Fong has over 

twenty billion dollars in investments to manage And every day 

you get on average $350 million of new money 

Where is that new money coming in from 7 

Taxes 

Or retirement payments from PERS [Public Employees Retirement 
System] 
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No PERS manages their own money Local governments when 
we sell revenue anticipation notes every year all that money comes 
in in one day 

Whats a revenue anticipation note 9 

During the course of the year the money coming in through taxes is 
not exact to the money you re laying out for teacher salaries for 
highway patrol salaries for new loads whatever So what you 
can do is you borrow money for the period of time that you re 
going to have less money on hand than you need to pay your bills 
and during the time that you have more money on hand because of 
the borrowing than you need to pay your bills you invest it 
In short term instruments 

In short term instruments So that s one of the things that got 
Orange County in trouble because they went overboard with it 
Now this is what you call collect cash flow management 
Cash flow management But anyway that was one of the ways 
that we got money in We d start about 6 30 6 45 getting ready 
Between 7 15 and 7 45 we would invest about 350 million dollars 
on average every day And people don t pay much attention to that 
in the Treasurer s office they still don t and that s one of the things 
that I liked doing and I was good at it, and I went in virtually eveiy 
day that I was there 
Be more specific Whats going on 9 

You know that morning here s how much money you have to 
invest 342 million dollars 
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And thats sitting in a bank somewhere wired to whomever you 
purchase these things from 

Sitting in the state treasury Then we had direct lines to most of 
the major broker dealers in the country At 7 15 those lines start 
lighting up 
They re calling you 9 

They re calling us And we also know that we need money for 
today s August 29 we need money for September 30th November 
15th next June 30th all of these things 
Out of this three hundred and some odd million 
Well no You know overall your overall cash management you 
know when your cash short days are going to be So you re 
looking for the best investment you can make that is safe that is 
within the parameters And preferably if you can get it mature on 
one of these days that you need money that s so much the better 
So these people are showing in different types of investments and 
you le negotiating on price and within thirty minutes you ve spent 
your 342 million or invested it at the prices that you re going to get 
for the day and you re pretty much through with that phase of your 
operations 

What are you buying with this money specifically 9 What have you 
bought 9 

[Short term investments] treasuries commercial paper [Banker s 
Acceptances mortgage backed securities etc ]* 


Mr Hayes added the preceding bracketed material during his review of the draft 
transcript 
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Treasury bills treasury notes? 

Right Commercial paper 

Give us a concrete example of what that might be 

Commercial paper is you re loaning money to Ford Motor Company 

for a specific rate or a specific period of time and your loan is 

backed by what they issue commercial paper their obligation 

And you know how safe that is? 

They re all rated They have to be of investment grade or above 
investment grade 

By statute they must be So you re limited in what you can do 
Right When you put it m certificates of deposit of highly rated 
banks You put it in something called Banker s Acceptances which 
is a financing mechanism that is passed through by the banks All 
of these types of things and you invest it and manage it 
I know you ve been quoted as saying you would talk to these people 
at the other end of the line and you d say This is the Treasurer 
and I guess one of them responded Yeah and this is Margaret 
Thatcher right? Jesse Unruh I take it had never descended to 
this kind of task 
I don t think so 

Which is not to say he wasn t an outstanding treasurer 

Different styles I very much when I was Auditor General had a 

hands on style when I was Treasurer had a hands on style As 

Director of Finance less so 

Well it s not possible as Director of Finance is it? 
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Right Well I think in normal times it could have been more so 
but I just did not have the time to do that 
Right You re confirmed now m January of 89 right 7 And so 
you ve got until November of 90 when you run for office You ve 
got almost two years here and quite a bit of change really Do 
you start planmng for your campaign 7 Is B T Collins on you right 
away Boss we gotta start getting things going and 
Absolutely 

What s he saying to you 7 What s his advice 7 
You have to get an advisory committee 
Did you get one? 

Yes I did 

Who were your advisory committee 7 

Steve Merksamer KenMaddy Tom Stickle a businessman out of 
San Diego Clair Burgner former congressman B T Collins That 
was about it 

And they were there to provide you with political advice 7 
Yes Larry Thomas [was also an advisor ] 

Who had been Deukmejian s press secretary 

Right And who ran his campaign All of which still remain good 

friends 

And then you brought over a young woman Lucas 
Donna Lucas 

To be your press person 


Mr Hayes added the preceding bracketed material during his review of the draft 
transcript 
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To be my press person There was a press person there 
And she also managed your campaign Was she your official 
campaign manager at some point 7 

She left state government in probably June of 90 to run my 
campaign 

And Karl Samuehan raised money for you 
Karl Samuelian raised money for me 
I mean you had a very good team here 

Yep Just not a very good political candidate huh 7 You know I 
used to say that they helped me with this because I told them I 
didn t want to be somebody I wasn t that I was a financial 
manager not a politician And that s true I said that over and over 
during those times but that s true I m not a good politician I 
admit to it I m guilty of that 

Are you sorry you lost 7 I mean it must not have felt good at the 
time 

Well I hated losing I have lost very few things in my life and that 
was probably the biggest that I ve ever lost and I hated that But 
in retrospect I am happier doing what I do now than I would be 
being m the public eye I got thrown into the public eye in Orange 
County and that s part of it But I just did not like the political side 
of running for office I didn t like the lack of privacy I did not like 
the time away in the evemngs from my family And I very much 
liked doing the job and I did that every day So that made for very 
long days which I ve done my whole career anyway but I just 
wasn t a very good politician 
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Well it must have been a complete change in lifestyle for you now 

to have these on top of your management responsibilities to have 

these political responsibilities I would think 

Right right And that s where B T was constantly pushing me 

you know After work Drive to Chico speak to the Lady 

Republicans 

Are you a very good public speaker? 

I m not bad I m a lot better because B T would schedule all these 
things and after you give five hundred speeches you re better than 
when you started. And now I probably do two or three a month 
But anyway the campaigning was something that was difficult 
B T loved that kind of stuff I didn t like it but he pushed me to do 
it and I did it 

Well it s not something that you know years ago with these 
constitutional offices that could have pretty much been avoided 
You get yourself elected, and then you re re elected and re elected I 
think that was true with the Treasurer s office It was certainly true 
with the Secretary of State s office 

Well I was appointed I started out in a fund raising deficit I 
mean Kathleen Brown had already been out raising money I got a 
run from the right wing of the republican party Pat Buchanan s 
sister Angela Bay Buchanan She ran against me That cost me 
money We strategically hired Roger Ailes because he was good 
and Kathy Ardeleigh his assistant was very good but I did not 
have the money did not raise the money to be able to use their 
talents fully 
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HAYES They were pretty expensive So in June [1990] [after winning the 
primary election] I m broke I ve got to go out and raise more 
money 

SENEY Youve won the primary but it was expensive 
HAYES Kathleen Brown was flush and we ve got four months to go And 
we lost by two percentage points 1 I think it was 49 47 I ve never 
gone back and looked You probably looked 
SENEY Yes I have That s about right It s about 320 thousand votes out 
of about 6 8 million 

HAYES Sol was pretty close I know I got over 3 million votes 

SENEY You got about 3 2 a little more You know there was one incident 

in the general election campaign you were pnmed to ask some 
questions about Brown s Indonesian oil interests Your advisors 
had given you some material and during the one debate you had with 
Kathleen Brown at least according to the press reports they wanted 
you to ask a question about that and you never did Do you 
remember that 7 

HAYES I don t remember it but it s really you know her father s 
investments Why was that relevant to the campaign 7 
SENEY Well I m sure you must have felt that way 

Mr Hayes added the preceding bracketed material during his review of the draft 
transcript 

1 Kathleen Brown (D) 3 551 263 (49/) Thomas Hayes (R) 3 320 053 (46/) Meeuwenberg 
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See I always wanted to bring everything back to Who can invest 
your money better 9 Who can borrow money better 9 This job 
invests money and borrows money and everything else is bullshit 
And so that s the way I tried to run the campaign And the political 
people that s not the way they re used to running a campaign 
Now these people are all my good friends still They respected 
what I tried to do And you know what 9 They supported it on the 
bottom line 

Well in this debate you didn t ask this question And I can 
certainly personally understand why you wouldn t, given the way 
you viewed things But she brought up the fact that apparently B T 
Collins had made a hundred dollars worth of phone calls from the 
office phone 

And you know who they were to 9 
To you m New York 

Yeah to me in New York And she said they were political you 
know he was trying to get in touch with the Treasurer 
But that was what the evening news picked up wasn t it 
She trumped us on the evening news without a doubt And it took 
a week to [straighten that out] 

How many people were watchmg the debate? 

Nobody 

Nobody But they were watching the evening news when this 
comes out 

Well the other thing is that if you knew B T Collins every year 
he signed a check and sent it to the Controller with a note and it was 
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cashed and deposited m the state Treasury saying If I 
inadvertently ever make a personal phone call I m paying it in 
advance Here s my hundred bucks As a matter of fact I think it 
was five hundred But that s part of politics that I just don t like 
Some people like it I don t like it 

SENEY You re even uncomfortable talking about the campaign 

HAYES I didn t like it 
[End Tape 2 SideB] 
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Today is August 30th 1995 My name is Donald Seney and I m 
with Mr Tom Hayes in his office in Sacramento California This 
is our second session and our first tape Good morning Mr 
Hayes 

Good morning 

I want to talk a little bit more about the campaign and I d like to ask 
you about Roger Ailes particularly who s a well known political 
consultant and very influential in Republican circles How did you 
come to use his services 9 

I had a steering committee that involved the head people that had 
worked with him in the past and they recommended him We knew 
that he was expensive and he was 

Do remember what that meant in terms of expensive 9 How much 
he charged 9 

No I really didn t pay any attention to that at that time At that 
time I was more interest in running the Treasurer s office and 
managing you know doing what I need to do to do my job and I 
left the political stuff to the political people that we hired. Anyway 
we knew he was going to be expensive but we hired him anyway 
primarily because I knew that I would get a Republican challenge I 
was a political novice I wasn t a politician and I got a primary 
challenge and we wanted to be prepared well in advance and this 
sent a message that we weie going to do well and we ended up 
doing very well in the Republican primary Like I said yesterday I 
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defeated Angela Bay Buchanan who is Pat Buchanan s sister 
Where I didn t really get to use Roger s talents was that I was never 
a very good fund raiser and I didn t like asking people for money 
for a political campaign and so we nevei had the money to really 
use his talents neither in the primary nor in the general election 
although he did a very good job He helped us with strategy which 
was very good He s a brilliant man 

SENEY Tell me about that Tell me about the meetings with him and what 
he discussed and what he suggested to you 

HAYES Well one of the things I really liked about him and Kathy 

Ardeleigh who was his assistant is that I basically said Here s 
who I am and I don t want to be something that I m not And he 
never asked me to be that He tailored the strategy to fit my desnes 
My late fnend B T Collins used to go around telling people I was 
dull as oatmeal I don t agree with that obviously but I basically 
am fairly straightforward I am more into facts and analysis and 
finances which I very much like and less into politics And I think 
that the campaign showed that The other tiling in the campaign 
that if you read the articles about the campaign from the major 
newspapers we ran a positive campaign In the day of negative 
campaigning we ran a positive campaign Now it didn t work I 
lost I lost by two percentage points but I was also outspent several 
times over by Kathleen Brown But that s another thing that I asked 
Roger to do and we did it We emphasized why I thought I could 
invest money and borrow money better for the taxpayers of 
California than my opponent Like I said it didn t work but I was 
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proud I could walk away saying Hey I did it what I thought was 
the right way 

Did he counsel you to maybe consider another approach a parallel 
approach to accentuate the positive but maybe take another tact as 
well while you were doing that 9 

No because we had that discussion up front And Roger basically 

said Listen You don t work for me I work for you This is the 

way you want to do it we 11 do the best we can doing it this way 

And he s a nice guy I talk to him probably once a year even now 

I talk to his assistant that was more involved with the day to day 

operations more frequently than that We left on good terms 

They re good friends they re bright people 

What are you still talking to her about 9 I m just curious 

As a friend We talk about everything What s going on how s 

your life going what s going on 9 You know she spent a lot of 

time with me and my family during that period of time 

I was just cunous if she was offering you some land of political 

advice about the Orange County business 

Oh no no no 

Did you regal'd Angela Buchanan as a kind of a potent candidate or 
kind of a nuisance 

Again I look back at those months now and I really wasn t focused 
on the political side I really was focused on doing the job I knew 
she was out theie and she was running a veiy aggressive campaign 
on the negative side 
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Well her viewpoint was that you weren t really a Republican you 
hadn t paid your dues You hadnt earned essentially the job and 
a real Republican meaning herself of course ought to have it 
That s exactly right. And did that make me uncomfortable 9 
Certainly I was never comfortable in the political campaign 
atmosphere and that made me uncomfortable She coming from 
the family that she came from and the fact that she was able to get 
some fairly substantial donors to give her money yeah it was a 
senous challenge We won that campaign fairly handily but again 
it took effort and it took focus and it took money 
She has a fairly aggressive combative personality I think would 
you say 7 
Yeah 

Quite a difference in style 

Well don t get me wrong I can be combative when I want to be I 
don t see a purpose for confrontation unless there s a need to be 
She is a very aggressive personality yes 

I take it probably Mr Merksamer was one of your major political 
advisors on this 

He was one of the people on the steering committee yes 
Do you remember conversations with him and discussing the 
campaign and how things were decided 7 I mean did you pretty 
much turn it over to him 7 

No no He was one of several To be honest the most political 
advice I got was from B T Collins but we would have periodic 
meetings where we would have Steve Merksamer and B T and 
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Larry Thomas and Clair Burgner and Tom Stickle and Karl 
Samuelian sat in periodically and they would talk about [the 
campaign] They d all been through these statewide campaigns 
before and they would think about how to focus messages and 
how to best get my message out when I had limited amount of 
money to do it And they all still remain friends to this day 
Do you remember some of the methods that you used to maybe 
attract media attention without having to spend money 9 
You know I didn t do a lot of press conferences I d meet with 
editorial boards all the time The person that ended up to be my 
campaign manager when she left state government Donna Lucas is 
exceptional at that and she makes a living doing it today 
But she s a consultant at this point 

Yeah she s not a political consultant but a public relations 
consultant So we would just do what we could We mvited the 
press in to watch me do the investing and we had several of them 
come in and write stones on that We would invite the press to 
watch bond sales you know the mechanics of the office which I 
felt was my strength And so we got some limited coverage 
although to be honest with you the media just like society in 
general views the financial people m government as a bunch of 
nerds There s not a lot of attention paid until you get to an Orange 
County situation and then they re always [asking] Well why did 
this happen 9 Well one of the main reasons it happens is that 
people don t focus on what s going on on that financial side They 
want to focus on building roads and parks and all that and the 
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accounting and auditing and investing and budgeting you know 
that s just for a bunch of nerds to worry about Well it is important 
and we tried to focus on that importance those basic financial 
responsibilities and we tried to do that in the campaign as well 
I need to ask you a couple of other things about the Treasurer s 
office One is as Treasurer you serve automatically on I think 
over sixty boards and commissions 
Correct 

Some of those are trivial and occasional and others are more 
central Which ones did you invest your time in and consider to be 
important 9 

The bulk of my time was on the day to day investing and that was 
the pooled money investment board that had some oversight 
responsibility there I was well versed m all of those boards but I 
did not attend the meetings I had a deputy that sat for me at those 
board meetings so we attended every one as an office you know 
myself or my proxy However with sixty boards and 
commissions you can t sit on those personally if you re going to 
invest 20 billion dollars and sell several billion dollars worth of 
bonds a year 

And they re not really worthy of your attention are they really 9 
Oh they re all worthy’ 

I don t mean it in that sense I mean your direct personal attention 
Well it becomes a matter of priority Where would you rather be? 
Investing 350 million dollars and trying to do that every day or 
sitting on a board that s deciding how to allocate a limited amount of 
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resources to fund hospital projects around the state? So my 
emphasis was on the investing money and the borrowing money on 
behalf of the state The boards commissions and that type of 
thing I had a very talented deputy maybe the best board sitter in 
the history of the state Suzanne Burton who just did a great job of 
that 

And she would know when to come to you to say This is coming 
up 

Oh we had morning meetings We d sit down and talk about 
things As a matter of fact we had meetings with all of the heads of 
these various boards on a very regular basis and we would go 
around the room so not only myself but their counterparts in other 
areas would know what was going on One of the good things that 
I did in the Treasurer s office is we built a real sense of teamwork 
and camaraderie and I still have a lot of fnends over there to this 
day 

When we get to Finance Director I think you served on more 
boards as Finance Director maybe even? 

It s about the same 

Having people who have these important positions like Treasurer 
and Finance Director on these boards who then worked through 
their deputies is this a workable system? Is this a good way to do 
this kind of thing? 

Yeah I think so because the boards the Treasurer is on and the 
boards the Director of Finance is on and the Controller is on most 
of them too Those are the fiscal officers that are going to have to 
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implement any fiscal decisions or decide whether they in fact will 
be earned out In the case of the Director of Finance whether or not 
to recommend to the Governor certain aspects of what comes out of 
these things to be included m law or m the budget So even though 
as Director of Finance again I had Suzanne Burton I brought her 
with me after I lost the election I talked her into coming We 
would talk about what s going on what our positions would be 
and you can set basic policy positions for your votes and then on 
specific problem areas we talked on a regular basis Her office was 
right next door to mine 

And she would be the kind of subordinate who would know when 
she ought to come to you with something 
Oh yes 

The other thing I should have asked you about yesterday was some 
insight into why Governor Deukmejian appointed you Treasurer I 
know the popular comment in the press was that you were a 
legislative employee so the confirmation process shouldn t have 
been a difficult one But, clearly the Governor had other things in 
mind Did you ever get a sense of why did he tell you why he 
picked you 9 

I don t know I think he believed that I could do a good job For all 
of those yeais since he was Governor for six years I d been 
auditing his programs So he d seen 01 his chief of staff had seen 
the work that we did and I think that that s how he found out who I 
was I did not have a lot of peisonal contact before the appointment 
with Governor Deukmejian I respected him I think that he 
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respected me and he thought that I was a good financial 
professional so I did it 

Did you have much contact with him when he was Attorney General 
and you were Auditor 7 

Oh I had forgotten that Yes I audited him when he was Attorney 
General so yes I had contact with him then 
And you must have had over the years considerable contact with 
his chief subordinates at that time Mr [Michael] Franchetti and to 
some extent Mr Merksamer I guess 

Both with Mike Franchetti with Steve Merksamer and with Mike 
Frost all of them on a regular basis 
What was election night like for you 7 
[Laughter ] 

I m sorry to ask you this 

Election night was uncomfortable I didn t like it I lost I knew I 
lost much earlier than my supporters did 

It was very close up to election day wasn t it 7 1 mean didn t the 
polls show it being pretty close 

Well what happened was two things One it was very close and 
then Kathleen Brown built a very large lead over me in the polls 
after George Bush agreed to the tax mcrease and this happened to a 
lot of white male Republicans throughout the country 
You were taking the heat for George Bush you think 7 
Well I don t know You know my political advisor says Yes 
We dropped significantly in the polls and that it seemed to be 
something that happened to a lot of male Republicans around the 
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country at that time and we just kept plugging away And we also 
getting significantly outspent on television so that certainly caused 
us some problems But also I knew some of the stuff from the 
internal polls and I knew that we were behind going into election 
day I chose to stay in Sacramento with my close knit family and 
friends and supporters rather than go to election night in Los 
Angeles with thousands of people We rented a little Veteran s hall 
over here in downtown Sacramento The initial returns put me way 
ahead but it was statistically insignificant it was the absentee 
voters and I knew fairly early on much before they did that we 
had lost And no Ididntlikeit It was uncomfortable 
Real tough 9 Medium tough 9 Really really tough 9 
Like I say you go back to Vietnam Was it tougher than being in 
Vietnam 9 No it was not Sure it was difficult for me but it was 
harder for my family and supporters My daughters it was a 
difficult time for them 

Understandably How soon after the election did the Governor 
[Pete Wilson] contact you with discussions of a place in his 
administration 9 

Within a few days Basically I think the election was on Tuesday 
and within a week I had already agreed to serve as Director of 
Finance and we d had multiple discussions in that time frame 
How did you get to know Governor Wilson 9 You must have 
known him by this time 

I met him when I was nominated to be Treasurer you know I met 
him in the Governor s office during that time when he was a 
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Senator And then we were on the same ticket and he was always 
very gracious and helpful to me and we became friendly at that 
point in time 
[Phone interruption] 

SENEY We were talking about become Finance Director You said right 

away Mr Wilson gave you a call Do you have any idea why he 
selected you what his thinking was on that 9 
HAYES I think that he got to understand me during the campaign He 

believed that I knew something about public finance and that we 
could work together That s why he selected me 
SENEY Well this is kind of out of the frying pan and into the fire isn t it 9 I 
mean you must have had some idea at this point that there was a 
considerable budget deficit moving 

HAYES Well we knew that the budget was having problems We didn t 
know that we were facing the worst economic downturn since the 
Great Depression That was going to be a difficult situation to deal 
with but it turned out to be even worse than we thought We lost 
at the peak about 800 thousand jobs and now historically people 
look back at it and realize that a large part of that was due to the start 
of the reduction in defense spending I m not talking about the 
pilots and the Marines and those people I m talking about the 
computer industry and the defense industry these are 40 50 
thousand dollar a year engmeers at that time with full benefits and 
those jobs are not easily replaced And when people aren t 
working they re not paying taxes And when people aren t paying 
taxes you don t have enough money to spend So the crisis began 
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And of course prior to this Proposition 13 1 had now been in 
existence for a number of years Was that a factor 7 
California s financial structure is very cumbersome to work with It 
needs to be realigned and this constitutional revision commission 
that people are working the work on that needs to be done It s just 
very difficult to make financial decisions We have entitlement 
programs on one side and we have restrictions on taxes on the other 
side both of which take away the day to day decision making 
authority and powers of your elected officials There s a reason for 
that, people feel uncomfortable letting elected officials make the 
decisions but the down side of that is that you really can t very 
efficiently or effectively manage without the ability to make 
decisions 

When you refer to entitlements what are you talking about there? 

We have entitlements in education We have entitlements thiough 
Proposition 98 2 which mandates a certain level of spendmg We 
have entitlements in welfare piograms We have entitlements in 
health programs Medicaid which is a form of a welfaie program 
It s not an entitlement but it s a forced spendmg as well when we 
have mandatory prison terms All of those cost the state money and 
the money is spent without real regard to how much money is 
available to spend The spendmg formulas are in place and it s just 
running in the calculator to say Okay How much do we have to 
spend 7 It s not a true budget situation where we sit down and All 


1 Proposition 13 (June 1978) 

2 Proposition 98 (November 1988) 
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nght heres how much we have to spend You prioritize all the 
spending in that area and you re out What happens is the state of 
California does three things You educate people you run a safety 
net and you put people in jail That s where all the state general 
fund money goes The rest is what I call budget dust but the rest 
is what gets the preponderance of the debate Should we have an 
arts commission 9 Whether we should or we shouldn t it doesn t 
affect the financial position of the state of California It s a pimple 
on a gnat s butt relative to state spending We spend money on 
schools on higher education on pnsons and on welfare programs 
And that s where you spend all your money Now the big 
spending outside of [the general fund] is transportation and that s 
not integrated in that spending plan It s a special funded program 
through the gas tax 

SENEY With say welfare or public education spending and pnsons too 
although I don t know that there s a per prisoner formula There s 
certain an average daily attendance formula for every pupil so 
much money flows into the school distnct from the state Every 
welfare recipient depending on what category they re in gets a 
certain amount of money and as I understand it as those people 
flow into the system the money has to flow to those programs 

HAYES Because it s formula driven It s called an entitlement They re 
entitled to that money regardless Regardless of whether the state 
has the money to spend That s why you have the crunches nght 

Mr Hayes added the preceding bracketed material during his review of the draft 
transcript 
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now and it s so cumbersome to change it The fact of the matter is 
is that since about 1990 and for the foreseeable future several more 
years at least and who knows after that in California the tax 
receivers will be growing at a faster rate than the taxpayers 
Spending per capita will decrease has been decreasing will 
continue to decrease Because that portion of the population that is 
working age eighteen to sixty five is growing at a slower rate than 
that portion of the population that is not working age zero to 
eighteen and over sixty five The zero to eighteen age group is 
what drives your school costs you know roughly if they show up 
to school it s five thousand dollars If they go on welfare it s 
more money If they go into the higher education system it s more 
money It s demographically and formula driven So this problem 
that California has been having in terms of tough financial decisions 
is going to continue And the big loser in the current formula is 
higher education because higher education is m a knife fight 
without a knife Higher education is not an entitlement now For 
me personally higher education should be at or near the top in 
public spending priority The people you tram to have the jobs for 
the twenty first century will come through your higher education 
system But if all the available money is being used up in lower 
education welfare and prisons it s going to be very difficult to 
funnel money Even in good economic times That s the thing that 
you have to realize even as the economy starts growing again this 
relationship between taxpayers and tax receivers is going to eat up 
the available dollars faster than they re coming in 
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What s happened on the revenue side in the last twenty years 9 
Revenues have become less stable And the reason that revenues 
have become less stable is that on a statewide basis let s face it 
you can call it states cities counties whatever were all in it 
together The most stable form of tax is the property tax When that 
became a smaller percentage of the overall tax revenues sales tax 
and personal income tax being higher those are much more volatile 
because if somebody s not working they re not paying personal 
income tax If they re not working they re probably not paying 
much in sales tax So those things have much more sensitivity to 
economic swings So the revenue stream is not as stable as it was 
Proposition 13 figures in here to a very large extent 
Proposition 13 was the proposition that put the cap on the property 
taxes but if you look back at the reason for Proposition 13 [it is 
clear] the elected officials failed to realize that property taxes were 
becoming confiscatory so the population reacted I think there are 
too many initiatives but one of the things that s good about 
initiatives is that when the elected officials don t act or react the 
general population tends to put something on the ballot that will do it 
for them Is it clumsier 9 Yes it is clumsier And is it a meat ax 
approach 9 Yes it is a meat ax approach but it s a way of keeping 
policy issues somewhat still in the hands of the voters 


Mr Hayes added the preceding bracketed material during his review of the draft 
transcript 
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There were [Howard] Jarvis and [Paul] Gann who sponsored 

Proposition 13 Mr Gann then went on to sponsor Proposition 4 1 

the spending limitation What effect has that had 7 

It really hasn t had an effect at this point because our revenues 

haven t grown fast enough to get to the Prop 4 limit 

It hasn t kicked m at this pomt Because it s based on a population 

factor is it not 7 

I believe it s population and inflation I m not sure of the mechanics 
of it but because of the situation where our population is still 
glowing at five to six hundred thousand people a year but the 
proportion of that population that is working and paymg taxes is 
smaller The revenue has not come in at a fast enough rate to make 
that an issue 

Correct me if I m wrong but in the last twenty or so years we ve 

had this shrinking on the revenue side with Proposition 13 And 

then there was a reduction in the inheritance tax as well Has that 

had much of an impact 7 

No I don t thmk so 

Its peanuts compared to Prop 13 

Right 

And then we ve had this recession beginning in the mid 80s 
Then the population mix has changed in the 1980s Could you talk 
a little bit about demographics 


1 Proposition 4 (November 1979) 
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HAYES Well the demographics it s the zero to eighteen age group is 

growing very fast and they re the most costly age group to society 
They re also our future If a child shows up to school as a 
kindergarten through twelfth grader it s about five thousand 
dollars If they re not there it s not five thousand dollars So every 
new child that shows up and school age population has been 
growing faster than the population in general it s costly Now if 
that child happens to be on a welfare program one or more welfare 
programs that costs money And the welfare programs are 
primarily designed for children 

[End Tape 3 Side A] 

[Begin Tape 3 Side B] 

HAYES And ultimately when we have that bulge in population I m not a 
demographer but I don t know if it s like the baby boomers we 
have a big influx of kids coming through our primary and secondary 
schools then what do we do with the university 7 The university 
now I have two daughters Shannon graduated from Berkeley and 
Christy graduated from UCLA the state taxpayers subsidized them 
about ten thousand dollars a year each And so it isn t cheap As 
you have a larger portion of your population in that age group 
consuming those tax dollars it puts a burden on the taxpayers And 
if you look at it in terms of taxes per taxpayer I m convinced 
California I ve never seen that analysis but California s at or near 
the top The rest of the country is not going through this 
demographic transformation that we are in terms of age 
demographics 
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But we spent our money wisely on your daughters I mean we 
may have spent ten thousand a year on them but their incomes aie 
going to be such that over their earning lifetime they re going to pay 
more than forty thousand back in terms of that subsidy don t you 
think? 

Absolutely 

God forbid if they were in prison how much would they be 

costing us 9 

Absolutely 

I mean a prisoner costs what twenty five to thirty thousand a 
year 9 

I think it s twenty thousand It depends on what you mclude and 
what you don t include 

With a limited earning potential once they re out It s likely that 
they 11 be back m pnson again 

Right right Well most of the people in pnson aren t your 
candidates for higher education anyway 
Right exactly 

And that s another difficult problem There are many reasons to 
fund higher education even at a higher level than we have now 
There are also many reasons for higher education to reform itself I 
don t think higher education has really taken advantage of the 
technology that s available and that reduces student/faculty it might 
mcrease student/faculty ratios but it maybe makes that more 
acceptable things like that I m not sure that higher education has 
done that, but at this point higher education is the part of the budget 
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that has the most threatening future because it is not an entitlement 
program and virtually every tiling that it s competing with is 
There s another aspect of the population that s important to 
remember I think since the 1980s and thats the high level of 
immigrants in terms of the population 
Well California gets a disproportionate share of the immigrants 
from around the world both legal and illegal and they tend to 
consume a higher degree of social services Most people think of 
immigrants as working age adults a lot of them are school aged 
children who have special educational needs that are taken care of 
through the schools So what California taxpayers are being 
burdened by is that they re bearing a disproportionate share of 
assimilating new Americans into society because California gets 
such a disproportionate share of the new Americans both legal and 
illegal So we have policy set in Washmgton and we don t have an 
equal sharing of the costs around the country of that policy 
Is there a positive side to the immigration in terms of the economic 
growth of California do you think as well 7 
I think that were a nation of immigrants I m just a couple 
generations removed from Ireland and certainly immigration has 
been a major boon to this society So yeah there are positive 
aspects But there are at least short term costs as well When we 
had the other immigrant booms in the earlier part of the century 
they were less dependent upon government services The family or 
the extended family provided the social services for the new 
immigrants And as we moved over the last fifty years we ve 
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switched that burden away from the family unit or the extended 
family unit and more toward government which ultimately means 
its a greater cost 

There s a broad understanding and I m not sure if it s a 
misconception or not, that a lot of the immigrants are on welfare 
What is the proportion 9 Do you know 9 
I don t know what the statistics are We do have a lot of new 
immigrants receiving public assistance but I don t know what the 
statistics are 

We certainly hear stones of say for example along the border in 
San Diego where pregnant Mexican women will come across for 
the sole purpose of having a child in California Under our law that 
child immediately becomes a citizen Is that a large problem do you 
think 9 

It s a costly social issue and it s bom by the taxpayers of 
California and not by the nation as a whole If we are not going to 
control our borders and have people come illegally to this country 
the cost of whatever services we provide from education to health 
to welfare to whatever I think should be bom by the nation as a 
whole Because again California is a great place to live people 
want to come here and so they come here Like I said the cost of 
assimilating people into society however much that will be falls 
disproportionately on California And then economically if they 
assimilate very nicely and start earning a high wage a 
disproportionate share of their taxes go back to Washington So 
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California doesn t get the disproportionate benefit along with the 
disproportionate cost 

But it does pay the disproportionate cost until they do begin to pay 
taxes 

Absolutely [For] some people from a midwestem state it really has 
no financial impact [on them] 

It s hard for them to appreciate this issue is it not 9 
I would think so yes 

I mean if you take a state like Iowa or Kansas where there s a very 
small immigrant population it s really a problem of the peripheral 
states is it not 9 Texas Florida California New York to some 
extent 

The people with the disproportionate cost are Florida Texas New 
York Illinois California 

You said that there s a constitutional revision commission busy at 
the moment and you said that it looked as though they were going 
to help with some of these fiscal problems What did you have m 
mind when you said that 9 

They re looking at ways to streamline the decision making process 
in California Hopefully they will come up with some very 
innovative things to do that And I think it s geared more toward 
making your elected officials accountable for but also have the 
authority to make decisions that can move the state forward both 
on the short term and the long term Right now much of that 
decision making power is in initiatives and requn*ements that limit 
your ability to deal with crises Two examples one the financial 
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crises that we had in the early part of this decade we still have 
crises but nothing like 91 92 and 93 the other one is for 
example and I don t know if they re going to address this but I 
went into assist in the Orange County situation after the Orange 
County bankruptcy We have the Brown Act 1 I support the 
Brown Act The Brown Act does not work in a crisis situation 

SENEY This is the open meeting law 

HAYES The open meeting law You re m a fiscal free fall You re in 

bankruptcy you need to make decisions on a moment to moment 
basis you have five elected supervisors each with equal authority 
and you don t have the ability to have a quick meeting or respond to 
something new that s become available It doesn t work and that s 
something if I can convince somebody to do it yeah We gotta 
have a Brown act we gotta have posting But Ill tell you what 
there s no reason why you can t have two or three supervisors in a 
cnsis situation have to get together on a moment s notice and be 
able to do that without posting it telling the public what they re 
going to talk about. Does this mean that information should be 
shielded from the public 7 No I think we have to figure out some 
mechanism to let them respond to the cnsis and publicly disclose 
what they did I am personally a believer that we re going to have 
more financial cnses over the next fifty years than we did in the last 
fifty I think that it s due to the instantaneous transfer of 
information worldwide both financial political whatever If 
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there s social unrest in the Middle East it affects our stock market 
instantaneously It s going to be much more difficult for 
individuals companies and governments to be successful 
financially and so we re going to have more financial crises As a 
government we should set ourselves up to be mechanically 
prepared to respond as quickly as possible and I don t believe 
we re m that situation right now 

Is this a change that the constitutional commission is likely to adopt‘d 
You ve suggested this to them'? 

I ve talked to them at length I think that there will be substantive 
changes I have not seen their initial draft report that is available 
now so I don t know exactly what s in theie but that draft report 
will obviously be changed as it proceeds through the legislature 
But your strong feeling is that the public meeting law inhibited the 
ability of the officials in Orange County to address this problem 
Correct 

You said you had a couple of examples 
The other one was just dealing with the structural difficulty m 
putting together a budget that was balanced in a time of economic 
cnsis here in the early part of the decade That involved both on 
the revenue side and on the expenditure side for those people that 
don t like taxes and I m very fiscally conservative I hate taxes but 
some taxation is necessary to provide for a civilized society I 
believe But you have to have the ability to reduce your spending to 
what you have or the pressure on the tax side is going to be even 
greater Sol would like to see more decision making authority and 
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responsibility placed in elected officials And those elected officials 
would basically figure out how much money they had to spend and 
then have free reign in being able to decide where to spend it I 
think the priorities would not change much I think that certainly 
kindergarten through twelfth grade education would still get the 
preponderance of the money and should get the preponderance of 
the money But just the little formulas throughout the entitlement 
area of the state of California make it very difficult to just sit down 
and make reasoned decisions on where best to spend the money m 
any given year when there isn t enough to go around And I m 
convmced basically for the foreseeable future there will not be 
enough to meet what people consider their basic needs 
You re alluding to Proposition 98 here m the case of education 
that mandates forty percent for kindergarten through community 
college right? 

I m not specifying any one particular 
Well let s specify it 

Proposition 98 is one of a number of initiatives that curtail the ability 
to make decisions 

Because it does mandate a certain level expenditure for public 
education 

Except it s much more complicated than that It s much more 
complicated It doesn t limit itself to just the percentage of 
population per spending There are numerous tests paybacks in 
slow economic growth time they build up additional benefits m 
future years as the economy comes back all of which are very 
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difficult to manage and as a matter of fact I think K through twelve 
education would have got at least as much as it has over the past five 
years and piobably more without some of the provisions m 
Proposition 98 because if you aie looking at over a multiple year 
period and as you build the base in Proposition 98 nothing can be 
reduced below that, it s all add ons after that so there is an mcentive 
to keep the base down and if you re going to put additional money 
in replenish it with other things 
You mean never go above the forty percent 
Well it s not that simplistic It s not a forty percent It s basically 
the greater of forty percent of last years spending plus adjustments 
for pupils for inflation you know on and on and on I m more 
concerned about the entitlements in the welfare area and the reason 
that I am is that what we ve done is that you have people who are 
entitled to some level of spending regardless of how the economy is 
domg So their votes their concerns their actions m no way are 
relative to economic giowth in no way affect the funding that 
they're going to get In good tunes the rich do well in bad times 
they have reduced incomes Middle mcome where most of the 
money comes for this country is from the middle mcome taxpaying 
group Everybody ought to have an mcentive to keep the economy 
strong even the people that are at the lower end of the economic 
structure either short term or long term because that s what 
ultimately will dictate how much money goes into those services 
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If I could go back to Prop 98 for just a minute diat essentially came 

out of a quarrel between Supenntendent of Public Instruction [Bill] 

Honig and the governor over funding 

I don t remember I think that some in the education community 

saw what was happening demographically and were smart enough 

and shrewd enough to get something on the ballot 

You re kind of smiling in admiration maybe a little bit 

The education community is a very bright and dedicated and talented 

group of people They saw before the rest of us the taxpayer 

squeeze coming on and so they isolated their piece of the pie 

So it was very wise from their point of view 7 

From an educational standpoint I m not sure it was wise as a 

matter of fact I m not even sure there because like I said I think 

that Proposition 98 has served more as a cap than as a base in 

retrospect 

The governor really has very little flexibility in terms of the budget 
if you take Proposition 98 mandates and prison spending that s 
growing it s very hard to cut that 

Basically if you assume that Proposition 98 will be implemented 
assume that you will pay all the entitlements and assume that you 
will pay for prisons because we have mandatory sentences you re 
upwards in the neighborhood of nmety percent thats formula 
driven The way to save money m a prison let people out 
Personally I don t want to let people out I know these people in 
there are tough And some people would argue Hey what we 
need to do is let out the non violent offenders Well those aie 



99 


SENEY 

HAYES 

SENEY 

HAYES 


SENEY 

HAYES 

SENEY 

HAYES 

SENEY 


your drug dealers and your car thieves I m not sure that that serves 
the best interest of society 

And politically that s very difficult at this point, to cut back on the 
prison population 
Oh sure sure 

Let s go back to your becoming 

If you look politically just on a budget standpoint people m the 
state legislature they 11 talk about reducmg prison spending but 
nobody will talk about letting anybody out You have one or two 
legislators a year that II say Hey maybe we should let out some of 
the non violents They don t call them they don t say Maybe we 
should let out some of the drug dealers and the car thieves They 
say those are non violent That may or may not be true I think 
dealing drugs is about as violent as you can get Nobody will come 
forth with a proposal to let people out of jail and even if somebody 
did it has at this point, no chance of getting passed 
It s a very difficult political situation 
Mm hmm 

Let me go back to when you became Fmance Du’ector Did you 
have any hesitation about taking the job 9 

I wanted to go to the pnvate sector I was on my way to the private 
sector I had opportunities there at considerably moie money 
And you ve never really been in a position maybe now you are but 
I mean up to this point you ve never really been m a position where 
you d made a lot of money personally 
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No And I already realized that I won t ever be wealthy but I chose 
a path in government service I m fortunate to have had a lot of good 
opportunities there and I made a good solid wage Myself or my 
family didn t suffer economically so I don t have any thoughts 
about that but I ve always wanted to move to the private sector and 
I had the opportunity then and I didn t 
What were you looking at at that point? 

I would have gone to work for one of the major Wall Street firms 
or a major bank And I think both of those options were in piocess 
Did you have some feelers out 9 

Well they more contacted me than me contacting them but there 
were opportunities there and I just didn t pursue them And the 
governor asked me to do this and I talked it over with my wife 
You always do that 9 

Always It s a team I don t care if you re in business or 
government or whatever decisions like this are family decisions 
and so I talked them over them I even you know when I was 
offered the job as Treasurer I talked it over with my children ovei 
that weekend too because it was going to and it did affect their 
lives very directly They were no longer anonymous at school or 
other places So I talked with my wife and we decided Okay 
we 11 go another few years And so we did I went through three 
budget cycles with Governor Wilson and at that point in time I had 
an opportunity to go with a smaller firm that I wanted to that would 
provide me equity in that firm which I wanted would allow me to 
stay in Sacramento which I wanted and the timing was right 
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I m curious obviously it s not an experience I ve had but when the 
governor elect calls you in and says I d like you to be Finance 
Duectoi what happens m a conveisation like that 7 Does he say 
This is what I d like you to do this is how much policy input 
you 11 have 7 Or do you say Well gee Governor I d like to take 
it, but I want to make sure I have a voice in what goes on 7 What 
goes on in a conversation like that 7 
Well Pete Wilson is a Marine and so am I 
So there s a rapport there 7 

Well there was a rapport there but also a directness I mean he 
was very direct He said I think that you know state financial 
operations better than anyone He said I trust you I like you I 
think we can work well together and I want you to become the 
Director of Finance Then we philosophized for a while but it was 
a very direct conversation 

And it was clear to you with your philosophizing that you were on 
the same wavelength You didn t see any problems 
Yeah he basically said We know right now we have some very 
difficult decisions to make and it s not going to be easy He said 
I need your help After talking it over with my family I said 
Yes The whole process took a week I think it I don t 
remember the day that I was publicly announced but I would think 
that it was within a week 

How do you start out at a job like that 7 What do you do first 7 
Right at that point in time you re in the middle of putting a budget 
together So the governor and the Director of Finance have to put 
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something together that balances to the best of your ability At that 
time we were in an economic free fall so you couldn t get your 
hands around how much revenue you had but it became a seven 
day a week job immediately 

Had Governor Deukmejian put in his last budget which would have 
earned you through I guess it would have been 91 the 91 fiscal 
year 7 There was a Deukmejian budget in place when you became 
Finance Director 
Yes yes 

When I say What do you do when you become Finance Director 7 
I mean I m thinking you go on up to the finance office Eveiybody 
knows you re coming I m sure and what happens on the fhst day 
that you amve 

Well I walked around the office My office was in the State 
Capitol My employees were all across the street So I walked 
around and met them As a matter of fact I walked around 
individually and met them that s a lot of years ago now But I 
knew most of the senior people from being around State 
Government for fifteen years And at that point in time we were 
knee deep in putting together a budget so we rolled up our sleeves 
and went to work I started having meetings with the senior people 
who identified problems who identified situations 
I would think that you d see the revenue people first 
You see them all I mean there s a senes of meetings but yeah 
the revenue people but the revenue isn t necessanly ready until 
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early December because you want to see what the sales tax revenues 
from Thanksgiving weekend there are a lot of things 
I take it when the governor called you he knew that there were 
problems 

Well none of us knew the extent of the problems Neither 
Governor Deukmejian who I think in his best efforts signed what 
he thought was a balanced budget nor myself nor anybody There 
wasn t an economist in the world that I ve been able to find what 
was accurate during that period of time because what was gomg on 
worldwide and particularly in California was something that didn t 
fit the econometric models It didn t fit their academic background 
it didn t fit their practical background So everybody was sort of 
grappling that included the economists for the State Department of 
Finance but it also included the economists for the banks and 
corporations within California that we dealt with and sought advice 
from So nobody knew that We knew there was a problem The 
problem that we identified m early January when we presented the 
budget turned out to be much smaller than what we ultimately said 
needed to be done in May So m just four months 
It had worsened 

Yeah because you re making this is all based on piojections and 
to the extent your projections of what s happening are lower even 
with growth you hit a lower point than you would have if you 
wouldn t have had a recession So it s a compounding problem 
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Many of Governor Deukmejian s budgets were out of balance I 
can t remember if any of them in balance 9 One year he had a 
surplus 

I don t remember You know in general the State of California has 
a balanced budget Forget what you read about m the press For 
example the last four years now the State of California has 
brought in more money than it s spent Now did they think that 
they were going to bring in a little more and spend a little less each 
year 9 Yes But what s happemng since that first year 1991 92 
when there was a gap of about fourteen billion dollars between what 
the automatic spending programs would have dictated and the 
money you had to spend we made decisions that we thought would 
fill in that fourteen billion It didn t It came a billion or two billion 
dollars short So instead of solving a fourteen billion dollar gap 
you solved a twelve billion dollar gap Now ever since that year 
we ve been trying to get at that two billion dollar gap So every year 
the Director of Finance and the Governor estimate revenues and 
expenditures and try to bring them into line They missed a little 
bit but the fact of the matter is the revenues and expenditures for 
each of those last four years have been balanced It s that carry over 
from four years ago It s still trying to reduce And you know it 
gets progressively more difficult to do it as you make further 
reductions in these automatic spending formulas 
You know one thing that the California Constitution requires is that 
the budget must be balanced That when the governor signs it 
when the legislature passes it the projected revenues and piojected 
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expenditures have to match Now of course that means you re 
going to make piojections in terms of how much growth there s 
going to be which has an implication on both the expenditure side 
because of unemployment welfare and so forth and on the 
revenue side in terms of what kind of taxes are coming m But it s 
pretty clear that the legislature and the governor will sometimes 
agree to a little rosier projection than others might think appropriate 
because that s a mechanism for meeting that constitutional 
requirement That happens right 7 

Not consciously Everybody thinks it is All of the people that 
never sit in the room when the decisions are being made think they 
know something and pretty much the Press Corps the general 
public the pundits are ill informed 

I m expressing their cynicism here obviously That doesn t 
happen then you think 7 

No The one year that we estimated revenue on the high side was m 
1991 92 we were very forthcoming about it We said Hey we 
think that we re going to assume the upper end of the economic 
range rather than the mid level range because historically when 
California has come out of a recession it has come back stronger 
than what the economists predict So we re going to try to allow for 
that at this point in time It did not occur but if you look at the 
documentation everybody was very straightforward We have 
assumed the upper end of that economic spiral or that economic 
recovery The other years that I m aware of they ve taken the mid 
level You read Oh the economists for Bank of Amenca think it s 
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going to be stronger or weaker and First Interstate stronger or 
weaker California s been right in the middle 
SENEY Well you have some of those people on the advisory board that help 
to come up with these figures 

HAYES No they don t help come up with them we just share economic 
theories with them but it s ultimately the responsibility of the 
Department of Finance 

SENEY I m not so much accusing you and Mr Wilson of this 

HAYES Oh no no no 1 But there s a number of things that become fact 

because you read them in the newspaper and the Journalism majors 
that have never had one financial course in their life suddenly think 
that they re a financial expert and they are not They do a 
tremendous disservice m some of the articles that they write about 
that That s the way our system works 
[End Tape 3 Side A] 

[Begin Tape 4 SideB] 

SENEY Today is August 30th 1995 and my name is Donald Seney and 
I m with Mr Tom Hayes in his office in Sacramento California 
This is our second session and this is tape number two Again I m 
echoing what obviously I read in the press and what is considered 
to be common wisdom 

HAYES You re better off if you stick with the press to the two parts of the 
newspaper you can read and be ninety nine percent sure that its 
nght the sports page they very seldom miss [the scores] and the 

Mr Hayes added the preceding bracketed material during his review of the draft 
transcript 
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business section they usually [accurately] get what the stock 
market did the day before Everything else the level of standards 
for accuracy are very low 

I m not thinking so much again of what went on on your watch 
As I m thinking of what are regarded as two notorious examples of 
budgets being way out of synch and that was Jerry Brown s last 
budget and George Deukmejian s last budget Governor 
Deukmejian inherited a big deficit from Jerry Brown and there were 
certainly rosy predictions there about how much money would be 
coming in 

And if I remember I m not an expert since I didn t sit down on that 
if I remember the economic rebound was so much stronger than 
what was projected that to say that that was a rosy economic picture 
is ridiculous They estimated on the low side and then the economy 
just threw off a whole bunch more tax revenue than anyone ever 
anticipated and they went with a two year budget 
This was Mr Deukmejian s first budget And then his last budget 
which left Mr Wilson in quite a pickle I mean here you inherit 
this situation and let me give you some more common wisdom 
because I d like you to comment on that too and perhaps rebut it if 
you will I have read and I have certainly heard people say that 
you and you must have been among the group here and Mr 
Wilson were very angry at Mr Deukmejian and his people because 
you all inherited a headache and unlike Mr Deukmejian who was 


Mr Hayes added the preceding bracketed material during his review of the draft 
transcript 
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able to point his finger at his predecessor who was of the other 
political party was a Democrat you were both Republicans So it 
made it very difficult for you to say We re trying to clean up the 
mess tins previous administration left and it s made it very very 
difficult on us 

HAYES Absolutely one hundred percent false The people that say that, 
these pundits don t know what in the hell they re talking about I 
spent hundreds and hundreds of hours with Governor Wilson one 
on one in meetings with more than that in meetings with legislative 
leaders not once did I ever hear him criticize George Deukmejian 
He understood the budget was put together in a manner that was not 
holding together and history I think will show the fact that we 
lost eight hundred thousand jobs over a very short period is what 
caused that economic situation to be worse And the federal 
government was inaccurate in its Bureau of Labor Statistics because 
they never I don t think to this day have acknowledged the job 
loss we had in California But I was not angry with Governor 
Deukmejian Pete Wilson was not angry with Governor 
Deukmejian We had a problem we wished we didn t have but 
never once in all the years that I have known Pete Wilson have I 
ever heard him say one critical thing about George Deukmejian 
Penod 

SENEY Well you were certainly aware that all of these things were being 
said at the time and subsequently that there was this anger that 
couldn t be expressed 
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You have some members of the Press Corps that the truth is too 
boring what actually happens is too boring so I ve learned to 
expect articles like that But I spent more time with Pete Wilson 
during those two and a half years that I was in his administration 
than I did with my wife I m sure that he spent more time with me 
than he did with his wife We worked sometimes hundred horn- 
weeks There were days that I never even went to my office even 
though it was a hundred feet down the hall from his I would go 
from the Capitol Garage to his office early m the morning and 
leave like at midnight And many of those hours one on one And 
if there were opportunities for him to make comments about anyone 
including George Deukmejian he could have done it especially 
since we were working on this very problem And he never did 
Was it his general feeling that it was just somehow the Fates and the 
economic cycles that had created this 

Yeah He believed that we had an economic cycle that we had not 
seen since the 1930 s and it was something that we had to deal 
with Would he have rather been doing other tilings 9 Absolutely 
But this was the situation we were thrust into 
He must have been very frustrated because I think clearly he 
wanted to do some things I mean he had some ideas about 
preventative spending about getting out ahead of these problems in 
early childhood and doing some things that would maybe have kept 
these kids from becoming later problems and given them a more 
positive life I mean he must have been very frustrated 
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Well certainly he wanted to divert more of the state spending to 
preventative programs and if you look at his record I think that he 
has done that Did he do it to the degree that he wanted to? No 
You have again the entitlement programs that restrict where you 
spend money and which take either federal or two thirds state 
majority in the legislature to get to do it His preventative programs 
he still is behind He still funds the amount necessary but he would 
actually like to spend more in those areas Yes 
What s he like to work with 7 

He is mentally the most disciplined and the toughest person I have 
ever met m my life He is a workaholic 
I don t mean to interrupt but what do you mean when you say 
mentally disciplined 7 

He is able to identify a problem analyze it focus on the problem 
and until he reaches a decision or a solution that is acceptable to him 
he will just work on it twenty four hours a day if he needs to He 
sleeps very few hours a night He works seven days a week he 
has ever since I ve known him He is very supportive if you re on 
his team He has a great sense of humor He is a very loyal person 
He cares very much about the state of California He realizes we re 
going through changes that will require innovation and movements 
on the part of society to change the status quo the things that we 
basically say Hey this is the way it s been the last fifty years it s 
gotta stay the same It can t And you can see that reflected in his 
budgets He proposes every year to change entitlement spending 
to reduce it to provide more flexibility to put decisions closer to the 
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local level where the services are actually provided and that type of 
thing But he was a delight to work with to work for I consider 
him a friend and I m a big admirer of his 
He s a man who s regaided as having very good political instincts 
Do you agree with that 9 

I think he does But its ironic I saw him more often than not 
reject the advice of his political advisors in the policy area In fact, I 
don t remember even one instance where he did something that he 
thought was the wrong policy for the state m favor of a political 
benefit And the pundits again you can read in the newspapers 
where they don t agree with that But I don t know of anybody 
besides Bob White at that point in time who s his long term chief 
of staff and has a very close personal relationship that had more 
opportunity to observe him making decisions than me I was at his 
side with all those financial decisions for that two and a half years 
that I was there I never saw him make a bad policy decision in a 
way that would favor him politically Now just like every other 
elected official once he s made his decision he wants to portiay it 
in the best possible light, both for political reasons and it s the best 
way to get your policy implemented And he is very good at that, 
and he is very disciplined at it He gets his message and he sticks 
with it over and over and over again If you go out and listen to him 
speak and he happens to have something that he s pushing at the 
time and you are with him for two or three days and he talks to 
eight different groups you hear him say it over and over and over 
again Like I said he s very focused and very disciplined and 
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where some people might get bored and say Well I ve already 

said that enough times I think I m going to wing it a little while 

Pete Wilson sticks with his game plan 

You know good policy and good politics are not necessarily 

inconsistent 

No they re not They re not But as a society have we been 
brought to believe by elected officials m both parties that we can 
have things and don t have to pay for them? Of course we have 
Of course we have We I think need to refocus ourselves as a 
society and to bring our benefits in line with what were willing to 
pay for those benefits I m a believer in the balanced budget And 
if you want to argue philosophically and say Yes but it should be 
over a floating three year or five year period and it should be a goal 
and not mandatory I have not seen us as a country have the 
financial discipline to implement that, so hence I m a believer m the 
balanced budget because I think that s the only way as a society 
you can get control of spending And at that point in time you say 
All right we want to spend half again as much as we bring m 
Great How are we going to raise the taxes to do it Or you want 
to spend that much 7 Let s leduce the spending down pump 
everything we can into economic growth and when the money 
starts rolling m again then we 11 bnng the spending back up 
You know one thing I didn t mention is when these oral histones 
are pnnted they re going to be pnnted on acid free paper so they 11 
last a long time and in a hundred and fifty years when all of the 
other books have fused into blocks in the libiary people will still be 
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able to read these I think they 11 very much wonder when you say 
you'll spend hundred hour weeks from early in the morning until 
late at night What were these guys doing 9 Could you go through 
what one of these days might look like even if you amalgamate a 
bunch of them you get there early what you do you meet with the 
Governor the kinds of things you discuss What a kind of typical 
day for the Governor and the Finance Director under these pressure 
cooker land of conditions is like 

Well I d go in I typically arrived before the Govemoi He was 
one to stay later I was one to get there eailier 
What time would you arrive 9 

I d usually get in at 7 30 before eight o clock certainly And I 
would go into his private offices and get my cup of coffee or make 
the coffee sometimes if people weren t there He would come m 
and we would have meetings and discussions about the critical 
financial issues of the day If we were in the phase of revising a 
budget we d be going through everything from education to prisons 
to welfaie to state and local relationships to revenue forecasts We 
would have a senes of meetings Much of the tune it was he and I 
one on one Much of the time it was he and I and [Deputy Chief of 
Staff] Bill Hauck and Russ Gould the current Director of Finance 
And Bill Hauck came on during the second budget cycle Much of 
the time we would bring in people that have specific knowledge 
from his staff meaning from the Department of Finance or from his 
other agencies to talk about these type of budget issues Much of 
the tune we would have the person that was the legislative 
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representative his representative to the legislature at that time was 
Alan Zaremberg and later became Maureen Higgins and then Kevin 
Sloat, but those people would be in Like I said a lot of the time 
was just he and I one on one talking in global terms about how we 
can conceptually get this spending plan in line with revenue and 
how we could summon the necessary votes to get it through the 
legislature Intermingled with that were meetings on a regular basis 
with legislative leaders more often with the Republican leaders 
more often with Senator Ken Maddy who until recently was the 
Republican minority leader in the Senate to talk about issues and 
concepts and things like that 
And what might fly in the legislature 7 

Well you know Pete Wilson was never one to really ask what 
might fly He basically took the position he s going to decide what 
he thinks works and then he s gomg to try to shove it through 
Did that work pretty much 7 

Yeah pretty much it worked And then we d also have meetings of 
the so called big five which were the Democratic leaders in the 
Senate and the Assembly and the Republican leaders in the Senate 
and the Assembly and Pete Wilson The other people in the room 
were I was always there and almost always was the governor s 
legislative Representative and Bill Hauck m year two 
Give us a flavor of one of those meetings 

They d start off very social In the first year they began typically 
around meals so people would eat and talk and chat And then the 
governor would take the lead and say Well here s where we are 
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or here s where I want to go and I think that this is what we should 
do And then somebody like Assemblyman Willie L Brown Jr 
would say Governor the people in my caucus just will not vote 
for that And Ken Maddy would enter into the debate and 
everybody ultimately entered into the debate But it would 
typically start out with the Governor making a proposal and then 
people talking and then they would all scatter and go back to their 
caucuses come back and maybe make counter pioposals or 
compromise offerings and eventually that s where the real 
decisions were made were in these big five meetmgs We have a 
structure in California where we start these budget heatings in 
February or March And it s unfortunate that the first three or four 
months of these focus on what I call budget dust, the stuff that is 
non substantial And eventually budgets are passed both in the 
Assembly and Senate with big blocks of unknowns m them and 
they go to conference committee and they work primarily on 
budget dust And it gets down to What are we going to spend 
on K 12 what are we going to spend on the welfare programs 
what are we going to spend on prisons and what are we going to 
spend on higher ed 9 Those are the big issues That s where all 
your money is spent really And that would go mto these big five 
meetings and they would hash that out the Democrats typically 
trying to protect the entitlement programs the Republicans 
typically looking for bigger cuts and lower taxes And ultimately 
some type of decision was made To be honest with you those big 
five meetmgs with the legislative leaders and the governor worked 
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very well They worked very well And the difficulty m getting 
consensus often times was not among that group It s that you had 
to bring the very diverse groups of membeis of the Iegislatuie 
together to reach that critical mass where you had 54 votes in the 
assembly the two thirds majority and 27 votes m the Senate And 
so a lot of the time wed have frameworks and wed have 
discussions and things would fall apart at no fault to anybody in 
that room You had to let people vent and have their groups come 
up and demonstiate and let demociacy take its slow and uneven 
course and eventually all of that would be taken care of and [a 
proposal would come] back together So it goes in cycles you 
have a chance to put a deal together and if it doesn t happen within 
a few days it falls apart Then you ve got to start again and [a new 
deal]* comes back together closely and then if you don t execute it 
it goes away m a few days [Finally something will get done ]* 
SHNEY A lot to do with personalities I would think 
HAYES Personalities but like I said there was always a sense of 

responsibility on both sides of the aisle m there but I think they 
realized eventually they d have to get things done Did 
personalities get strained? Yes But I ve seen that happen m every 
walk of life You re making difficult decisions where people aren t 
gomg to get totally what they want and they would rather take an 
easy way out or do something that s favorable to them but doesn t 
have the votes necessary to get it passed 

Mr Hayes added the preceding bracketed material during his review of the draft 
transcript 
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You know maybe you can either agree with or sort of debunk the 
mythology here is that the Democrats in the Assembly and the 
Senate as well as the Senate Republicans were pretty much unified 
on these things The agreement would be made and it would be the 
Assembly Republicans where you were most likely to get the leaders 
to say I think this would go or I ve got to go back to my 
caucus Was that so*? 

I think the most difficult group to ultimately get to vote for a 
budget was the Assembly Republicans but the Assembly Democrats 
were very difficult as well They were the majority party and 
Speaker Brown would work very hard to have a large majority of 
those people vote for the ultimate solution which took time But 
they were no less difficult than the Assembly Republicans The 
Senate was always more statesmanlike They could work on deals 
and they could work on solutions and they seemed to do it in a more 
effective manner than the Assembly 

Mr Maddy the Republican leader who s just been unseated after a 
number of years as Republican leader Mr [Senator David A ] 
Roberti who was the Democratic leader of the Senate and Mr 
Brown the Democratic leader in the Assembly these were all 
experienced individuals at this kind of thing weren t they 9 
Yes 

Whereas the Republican leader m the Assembly there s been a lot of 
turnover there 

Well [Assemblyman] Ross Johnson had a number of years of 
experience [Assemblyman] Jim Brulte who took his place Jim 
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Brulte did a good job I was leaving by the time he was taking over 

but he understood the concepts he understood what it took to get 

things done and he was very effective at it 

Give me your impression of Speaker Brown who s kind of a 

legendary figure who 11 be leaving soon 

Well Speaker Brown and I don t agree philosophically on how 

government should relate to society but he never bed to me m the 

twenty years that I ve known him He was somebody that you 

could work with I think down deep he s a believer m good 

government and he s a brilliant politician and tactician 

Was he knowledgeable on these matters 9 

Absolutely Yes As a matter of fact one of the bad or the 

unfortunate things about the fiscal side of government I would say 

in the legislature there s less than ten percent of the members total 

that understand the financial side of government in a way to see how 

it all fits together They come here to help the poor to build roads 

to cut taxes to clean up the environment and I think it s a major 

weakness of our society and our legislative system that they don t 

pay much attention to the financial side That s just something that 

gets in the way of them doing what they want to do 

Again these were people with long term expenence m the 

legislature Ross Johnson certainly I m not so sure how long Mr 

Brulte has been in the legislature 

He s coming on six years 
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Is Prop 140 1 do you think to jump in a minute likely to have a 
negative impact on how well the legislature contributes to this 
process 7 

That remains to be seen I don t know It will certainly make the 
legislature more reflective of society which is very positive and it 
will certainly make the incumbents have less legislative experience 
Now when Prop 140 was on the ballot I did not support it but I 
also believe that we have members over there that have stayed longer 
than is useful for society Their voters put them in there who 
knows the motivation of individual voters 7 But we have such 
complex problems that you need fresh looks at them I mean we 
certainly haven t as a society in California or as a nation we don t 
have a stellar recoid of identifying our problems or our difficulties 
and getting them corrected 
How was Mr Maddy to work with 7 

Great He s a good friend He s very bright He s very good at 
achieving solutions He s one of the handful of people that leally 
understand how everything fits together on the financial side of 
government and certainly he s much more politically astute than I 
would every be so he had both sides of it 
How about Mr Roberti 7 

David Roberti was low key he was honest he was very effective at 
getting the votes necessary out of his Democratic caucus in the 
Senate He did not participate in the meetmgs to the level that Ken 
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Maddy and Willie Brown did but he would be there to make 
proposals that he thought were critical to getting the votes out of his 
caucus 

You know one of the thmgs that hangs up the budget process is the 
two thirds majority requirement to both pass the budget and to pass 
taxes Is that something you d like to see the constitutional 
commission change 9 

Well I don t think you can disarm the two thirds vote of the budget 
without disarming the entitlements as well If we re going to pass a 
balanced budget by majority vote then we have to say 
Everything s on the table You ve got so much money you can 
spend it wherever you want There s no holds barred no prior year 
commitments all that And you spend it that way But I don t 
believe you should do one without the other 
Is there anything except Proposition 98 that can t, at this point be 
changed by the legislature 9 They ve certainly lowered the university 
budget 

The entitlement programs many of them have federal restrictions 
Federal mandates on them 9 The welfare programs But they ve 
certainly lowered the amount of the entitlement m the budget for 
those 

They ve lowered the amount of the individual grants 

You were going through what the day might look like you said one 

of the things you d do was meet with legislative leaders What 

about meeting with outside interest groups to discuss budget 

questions 9 
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I would do that more on my own than the governor The governor 
met with city leaders county leaders from around the state We 
collectively met with people in Washington I remember we went 
back and made a case with John Sununu that we needed funding for 
the immigration for the cost of immigration in California But 
certainly there would be outside groups The other things the 
government did and this is one thing I didn t participate all the time 
m he was very active in meeting with the business leaders the 
Chamber of Commerce the Business Round Table the people that 
have direct input into the economic engine of California I guess he 
had a particular concern there He really believes that economic 
growth is the only real viable solution the future of California 
I m curious who would you meet with in terms of outside groups 7 
and what kind of things would you be discussing 7 
With me personally 7 
Right 

Oh anybody that receives money from the state Anybody that pays 
taxes into the state I met with the representative of the poverty 
organizations representatives of many ethnic organizations 
representatives of health care providers representatives of the 
schools the teachers Bill Homg the Superintendent of Public 
Insti uction I met frequently with the leaders of the university 
system both trustees and the presidents of those systems I met 
with the business community on a regular basis the Chamber of 
Commerce the Business Round Table relative to their concerns 
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about taxation and economic growth in the state So virtually 
anybody that paid into or drew out of the state 
What would be your purpose in meetmg with them 9 
I think that they should have an opportunity to provide insight or 
input into the process so I tried to see as many of them as I could 
Were you also trying to explain to them what the budget crisis was 
and that they might expect less money 
Absolutely It was educational both ways 

How about the press 9 How much did you deal with the press m this 
case 9 

I dealt with the pi ess all that they wanted to deal with me I 
considered myself very accessible I d do interviews m the hallway 
between my office and the governor s office I was never 
comfortable dealing with the press I have a lot of friends m the 
Press Corps On a friendly basis I think that they could do a better 
job in conveying what is actually going on in meaningful terms For 
example you see articles every day I haven t seen the paper to day 
but I would be surprised if you see an article about somebody not 
getting as much money as they think they need The local food 
closet And so they write about it Isn t this awful 9 They re not 
getting as much money as they need to provide services to these 
people and this is a terrible situation Okay But, what they 
always leave off first the headline will be distorted but then what 
they always leave off is to say And to solve this problem we can 
raise taxes cut money going to public education reduce enrollment 
at the UC [University of California] system or let people out of 
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prison They never give the alternatives They always go Ain t 
this awful 7 And I think that for the most part the political writers 
that write especially on a local level don t conceptually understand 
how it all fits together It s the pot of gold theory There s a pot of 
gold under the Capitol and those S O B s won t just loosen the 
purse strings and just pass it out because I have this very important 
need 

SENEY You know one of the people I wanted to ask you about who 

worked for Mr Wilson was Otto Bos who died a year or so into 
the administration Again this is something that is generally 
regarded as the truth and maybe it s not I know that Mr White s 
been a long time aide of his as was Mr Bos 
[End Tape 4 Side A] 

[Begin Tape 4 SideB] 

SENEY My understanding is that Otto Bos was a very close longtime aide to 
Mr Wilson and someone who could speak bluntly to Mr Wilson 
and did everyone needs aids of that kind of course to keep you 
from making mistakes And the general feeling was that his death 
was a real loss to Mr Wilson Was that your impression too 7 
HAYES It was not only my impression it was reality Pete Wilson was 

genuinely upset the loss was teinble foi him He lost a friend an 
aide somebody he dealt with every day somebody with a great 
sense of humor that had the opportunity you know when boring 
old Tom Hayes was in there giving bad financial news that Otto 
could come in and lighten the mood with a joke or something like 
that He was a very very close personal friend of the Governor s 
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and it affected the governor very deeply when he died suddenly on 
a soccer field 

Yes I mean he just dropped dead m his mid forties did he not 7 

Completely unexpected 

Yes 

People that have dealt with him have said to me that Mr Bos was 
very likable very capable And that he was a very effective 
representative of the governor that he I don t know quite how to 
put this maybe you can sense what I m getting at that not only was 
this a personal loss to the governor and maybe in terms of someone 
who was valuable inside the administration but as someone who 
spoke for the administration as essentially his spokesman that that 
was a very big loss 

It was a very big loss because Otto Bos knew the governor s 
positions as well as anyone so he could speak to them and he was 
also someone who acted and didn t react The reason that he and 
other people that I think are very talented at dealing with the media 
are so good is that they re doing their job on a daily basis When 
there s no news they re still educating the press So it s not when a 
story comes out, or not when there s a press conference that they 
start to work that s sort of the end of it That s just wrapping up 
what they ve been working on for a long time and Otto Bos worked 
continually went to lunches all the time with the Press Corps met 
with them on a regular basis They trusted him he never lied to 
them and he was very good at getting Pete Wilson s message 
across to the media But like I said it was a full time job and he 
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was in a unique position having been with him for a number of 
years he was friendly with the governor he was blunt with the 
governor he understood the governor s positions and he was out 
there making sure to the best of his ability other people understood 
them as well 

SENEY How would you describe his chief of staff Mr White 7 

HAYES Bob White is probably Pete Wilson s best fnend They are like 
brothers They share successes together They argue The 
governor listens to Bob White a lot Bob White screens pioblems 
that don t need to get to the gubernatorial level very effectively for 
the governor 

SENEY He knows the governor s thinking 

HAYES He knows the governor s thinking The governor is much more 

into policy and governance than Bob White It s interesting Bob 
White serves as the key conduit of the governor to major advisors 
and supporters outside of the administration and they le a good 
team 

SENEY Did you find you could disagree with the governor as well argue 
with him 7 

HAYES Oh absolutely Yes happened every day 

SENEY What did you call him 7 

HAYES Governor Just like I called Governor Deukmejian Governor 

SENEY How did Mr White address him 7 

HAYES In the presence of others Governor while they weie by themselves 

Pete 
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SENEY You re presenting a portrait of Mr Wilson I think that often doesn t 

get across to the outside Do you think that the public persona that 
comes across is that the Pete Wilson you know 7 
HAYES [Not completely ] The public persona you see is someone that is 
very disciplined that has a purpose for what he s doing when he is 
in public and knows what he wants to achieve He wants to 
educate people onto why he s right on certain issues and why they 
should be in support of certain issues whether it be the budget or 
his views on immigration or his views on balancing a budget or 
defense spending That s what you see personally Now if you 
want to sit down and drink a glass of wine with Pete Wilson he can 
talk to you about everything from sports to movies to whatever I 
don t know how he fits everything into the day He works more 
hours than anybody that works for him then he reads business 
things You ask him if he read a novel Oh yeah I read that one 
I don t know when he has the time But he does it And he s fun 
He s fun You know if I went over there right now and sat down 
with Pete Wilson we d laugh and we d talk and we d take care of 
some social things but he may or may not ask me what I think 
about a particular issue But he s a nice human being and I enjoy 
very much the times that I ve had with him socially both he and his 
wife Gayle Wilson and my wife Mary Hayes and I 
SENEY You know you said that when you took important jobs you 

discussed these with your wife The word is that he does this with 

Mr Hayes added the preceding bracketed material during his review of the draft 
transcript 
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his wife that he relies heavily on her respects her judgment What 
is she like 7 

A very bright talented and charming woman who if she wanted to 
be in politics herself I have no doubt, could be elected to a major 
office in this country in this state She understands his positions 
she supports his positions but I m sure that they have discussions 
when she has different philosophies and I know that, on more than 
one occasion when it would take the governor sometimes on big 
issues when he had time to think about them and he didn t rush his 
decision if he had the time to think about it that he would talk about 
them in length with Gayle 

There were press reports that his interests in these children s 
programs and preventative programs are maybe something that she 
might have inspired and led him to interest himself in 
Well I m sure that she had some role in that He believes in these 
programs both from a social standpoint and a fiscal standpoint he 
supports them I think he would have come to that same conclusion 
by himself but I m sure that Gayle was very influential in helping 
him to come to those positions 

Forgive me for jumping around but I want to get back to what your 
day is like here You drink your coffee you meet with the 
Governor you re talking about things you might have a legislative 
meeting Lunch 7 

Send out for bad food He d drink his diet drink and I d have a 
sandwich or something and that night we d work and sometimes 
we d have food brought in sometimes I d just walk out and get a 
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sandwich or something and he wouldn t eat and we d just work on 
into the night Sometimes it ended up with him sitting out in the 
courtyaid and smoking his cigar and us continuing the discussion 
out there 

SENEY How long did this hectic schedule last 9 How many months into this 
first administration 9 

HAYES Seemed like it lasted the whole two and a half years I was there 

The thing with being in an economic free fall at that time the issues 
kept coming day to day You know if you look at just putting the 
budget together right now the Department of Finance this is 
August is already putting the budget together that will be presented 
publicly in January in the middle of January So they re working 
on all that as they go along Then once it s out you have to go out 
publicly and defend it then you have to revise it m May based on 
new economic data so there s another one and in the meantime 
you re making your presentations to the legislature trying to settle 
on what turns out to be the smaller issues because the bigger 
issues like I said the tradition over the last five years anyway has 
been to have them resolved by the leadership and then go on back to 
the membership But then after the May revision things start in 
earnest and that s when the hundred hour weeks start You have 
hundred hour weeks as Director of Finance where you re spending 
them a lot with the Governor in mid November to mid December 
to almost Christmas time Then right before the budget s released 
and the State of the State (message) you have another spurt but not 
as much tune with the Governor because he s already made his 
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decisions and he s working on other things and then the media blitz 
right after that where it takes a lot of time Then you go back in 
starting in the middle of April with a lot of intense meetings with 
the Governor These are all day meetings again until you issue the 
May revision and you start your negotiation with the legislative 
leaders and you get these hundred hour weeks that will go through 
whenever the budget is passed 

Let me approach the cycle this way at some point you sit down 
with the governor and the governor decides what s going to go in 
the next budget And based on those discussions you then cause to 
be sent out circular letters to the various departments Do I have that 
right 7 

No The departments are putting their information into the 
Department of Finance right now The Director of Finance is 
guiding those discussions because when the Director of Finance 
goes to the Governor in the middle of November until the first of 
December he s going to have things pretty much m order to piesent 
a balanced budget The Governor s going to have to make the tough 
decisions You know We need to cut one billion dollars Here s 
the list of alternatives for cutting that one billion dollars what do 
you want 7 And obviously the Duector of Finance myself and 
Russ Gould now makes very specific recommendations on what 
we think 

So this is the current budget cycle you re talking about at this point 
the requests are flowing in from Corrections and CalTrans and 
everybody Arts Council to whatever Z is But at some point if 
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we back up far enough have you not told them We have budget 
projections for this budget which the date is now and we re going 
to give you more money pnson system University system we re 
going to keep you the same Arts Council were going to cut you 
No that doesn t go on They re coming in now with their wish 
lists their proposals and Finance is telling them We arent going 
to give you that much 

So you don t really give them a kind of heads up to begin with on 
Here s a target you ought to be aiming at 

I give them some general guidelines but they all come m asking for 
more money than they are gomg to get 

And it s at this point then that the Governor will have said to you 

The Governor s really not involved with budget at this point 
At this point Not until they all come in and you total up the figures 
The Governor s involvement in the budget in the August to 
November time frame is How s it hanging together 7 Are there any 
major holes from the last budget we passed 7 Are there any 
significant issues that are different that I need to know about 7 
Right now this is the Director of Finance and his staffs time to 
work with the other Cabinet level officers and their representatives 
and saying Here s what we want to do Now keep m mind the 
people in the Health and Welfare agency they know the governor 
likes these preventative programs They re not operating in a 
vacuum so they re trying to target as much money as they can 
there But the first thing they do is say Here s what the formula 
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driven things will cost us And they should know that there isn t 
going to be that much money available so they re going to have to 
change some of the formulas which is a two thirds vote in the 
legislature and/or a vote of the Congress or a waiver by the federal 
government 

So they ve got some grasp of what the political landscape looks like 
and what s likely to go and so you get a budget and it s over what 
you think the revenues are going to be and then you make up your 
list for the governor based on your knowledge of the governor s 
thinking as well 

Right, right And the Cabinet level people that disagree well they 
all disagree to a certain extent they all have their opportunity to 
come m and make their pitch to the Governor saying Hey I think 
that I ve been treated too harshly here and I think that you need to 
pump m money here and take it away from one of your other 
agencies 

What was the Fmance staff like to work with 7 
Very mentally tough very professional they re good people They 
have a very difficult job They re working these same hours that I 
said I was working and the governor was working 
Competent do you think 9 Capable reliable 9 
Oh yeah very competent very capable You know they get stolen 
they get recruited away by other state agencies all the time because 
they are very skilled very talented And their skills are desned by 
other people 
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Did you spend much of your time managing the department itself? 

It s not a large department 

Oh three hundred people 

Or did you do that through your deputy? 

I did it through my deputies and as I said yesterday it s one of the 
things that I wish that I would have had more time because I like to 
be hands on with my employees I was blessed with some very 
stiong deputies Suzanne Burton Russ Gould Stan Stancil who s 
still there as a chief deputy and they re just top notch good solid 
people and good administrators and they can run the department 
Well the word is that people enjoy working in the Finance 
Department It s challenging and it s an influential position 
Oh it s very influential It s the most influential department in the 
state without a doubt 

You know when I called you and spoke to you before we began the 
interviews and I mentioned to you that I d interviewed Mr 
Franchetti who was the first budget director under Governor 
Deukmejian and you said to me and I think I have it right Well 
that was like the seventeenth century compared to today And I 
told you I was going to ask you what you meant by that 
Well that was at a time when even when we had an economic 
downturn the ratio between taxpayers and tax receivers was staymg 
about the same so there wasn t the pressure to cut the budget that 
there is now There wasn t the complication of the Prop 98 the 
Prop 4 the federal entitlement, the Omnibus Budget Reconciliation 
Act of 1988 which said whatever your welfare grants are now you 
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can never go below So for California which was at or near the 
top in paying its welfare recipients we couldn t cut ours and 
Texas which was several hundred dollars less per recipient than us 
per month they couldn t cut theirs But we were still paying a 
disproportionate amount 

What was the thinking behind that bill do you know? 

I have no idea I think yes they were trying to make sure that we 

could get into statutes things that would prevent welfare programs 

from being cut which gets back to Well we 11 always be rolling 

in a strong economic cycle which is wrong 

So now when the governor has rolled back some of the monthly 

payments those do require federal waiver 

Yes a federal waiver 

Which the president or O M B can do I take it Something like 
that 

Yeah the president s representatives can do it can give waivers 
But they will be challenged in court even when you get the waiver 
Is that the major difference that you were talking about in terms of 
what Mr Franchetti and Governor Deukmejian were facing in that 
first budget compared to what you and Mr Wilson were facing? 
Yes 

You didn t have the flexibility 

Well and the other thing is that there was a more congenial 
atmosphere around the legislature in those days more in tune with 
solving problems and less confrontational We ve moved to a new 
era where it s more confrontational 
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What made you decide to leave the Finance Department 9 

Like I said it was time Id always wanted to go to the pnvate 

sector How many more years do I have in my career 9 I don t 

know But I like investing money and managing money and I had 

the opportunity to do that and so I took it 

You re the president of Midwest Secunties 

Metropolitan West Secunties 

I m sorry Metropolitan West Secunties And this was an ongoing 
firm obviously when you joined it 

It was a new firm We acquired our base operations from Bank of 
America 1992 and I joined in 1993 

How did that work 9 Was it spun off of Bank of Amenca do you 
mean 9 

It was spun off When they had the Secunty Pacific merger there 
was some duplication and so my partners acquired it from Bank of 
Amenca at that time 

Well let me ask you a couple more things about the Department of 
Finance and what you did with the Governor and so forth Let me 
ask you first of all did you enjoy the job 9 

Yeah I enjoyed it It was the most difficult job I ve ever had other 
than being a platoon commander in Vietnam but it was rewarding 
and very challenging But it snot a career job Physically and 
mentally it beats you up pretty badly And so it takes its toll on 
you the longer you re in there That wasn t the reason I left the 
reason I left was for a better opportunity An opportunity to do 
something that I d wanted to do for a long time but the fact of the 
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matter is that it takes away a whole lot of your personal life You 
don t play much golf You pretty much kiss off the Christmas 
season because you re working through the weekends and late into 
the night You re not eating very many meals at home during a 
good portion of the year because you re m the Capitol You have 
one life to live and I was happy for the opportunity to have done it 
but it was time for me to move on 
Did you learn a lot of things you didn t know before 9 
Oh yeah A lot about the intricacies of how the state spends money 
and the limitations even though Id audited them before and served 
as Treasurer this job like none other gives you an appreciation of 
how it all fits together and you have to learn how to put it together 
in a way that would work For all the criticism that you see that s 
the right of a free society you see at the national level you see 
virtually every large government in the country but they re 
functioning You know the schools are open the prisons are open 
people are getting paid they can go to parks they can do things So 
there s a lot of things that come together to make it woik a lot of 
things that could be corrected to make it work more sensibly 
Well you were well prepared for this job I mean as Auditor you 
dealt with the Finance Department frequently I would think so you 
had some grasp of the individuals and personalities which is always 
important in terms of running an agency Then just the general 
questions of analyzing government programs and you knowing 
how things work Did you feel well prepared for the job 9 
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I felt well prepared for it yeah I think I was the most prepared in 
the area of the ability to make decisions and to deal with adversity 
The details of the job until you get in there just the political and 
financial and operational idiosyncrasies of that job are such that I 
can t explain it on a tape Even if I had a year to do it I couldn t do 
it and that s what s difficult and it s like no other job in 
government There s no other job m government where there s that 
focus on you on a day to day basis where there s that reliance on 
you by the governor Virtually every major decision the governor 
makes the Director of Finance is involved because every major 
decision we make in California affects money whether it s fighting 
forest fires or cleaning up the environment or providing a safety 
net or educating children They all affect money so the Director of 
Finance is involved So it s like no other 

I know during the Deukmejian Administration there was a system 
where when the departments wanted to submit legislation they 
were required to present that legislation to the chief of staff the 
director of finance and others for the governor to decide what 
position of the governor s office would be on there Did Mr 
Wilson use a similar system 9 

He has a similar system where there s going to be approval by the 
governor s office before anyone signs off if the Department of 
Finance needs to be involved they certainly would be And even 
after the legislation is submitted and it goes through the process the 
Department of Finance has to develop pubhc positions on any bill 
involving money 
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Were you personally involved in that 7 

Oh yeah Conceptually I was involved in all of it specifically I 
was involved in major ones I had somebody that worked very 
closely with me that I gave the responsibility for signing off on all 
of the Department of Finance Positions He knew what to do I 
can t remember one mistake he made relative to doing something 
that I wouldn t have done and on the tricky ones he came m and 
we talked about it 

I told you I d like you to talk more than a little bit about the 
legislature you had considerable experience with them from your 
time beginning as a staff person in the Auditor s Office up through 
the Department of Finance Were talking what, in this case 
fifteen sixteen years 
Eighteen 

Eighteen years at least Give me your overview of the legislature 
and how it s changed in that penod 

Well first of all most of the people in the legislature then and now 
are hardworking honest dedicated, people that are trying to do 
what they think is best for society I think in the early part of my 
career the relationships were much more congenial you could see 
people during the day fighting it out ovei policy and financial 
issues and at night drinking a beer at Frank Fat s restaurant 
together 

That s important do you think 7 

I think it s important to build the camaraderie and it s also important 
that it gives you a better understanding of what makes people tick 
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and why they think things are important and why things may be 
important that you don t give much importance to I think that social 
interaction is a very important part of running a company or running 
a legislature and that s just something that I believe m There s 
much less of that now 

SENEY Why do you think? 

HAYES I think society has become more confrontational and the legislature 
reflects society We are becoming a nation of tribes meaning that 
we have the education tribe the tax association tribe the welfare 
providers tribe the higher education tribe whatever And there s 
much less commonality of interest and I think the legislature reflects 
that There s people that get elected on smgle issue campaigns 
And rather than taking a step back and saying What s best for 
society as a whole? They say I m going to protect that one little 
interest group most with very noble causes rather than looking at 
what we do as a society 

SENEY What do you think caused that to happen? 

HAYES I think competition we went through a period after World War II 
where the economy was growing so fast that there was very little 
competition for resources And now there s much more competition 
for resources because if you look at the decisions the legislature 
makes or the Congress they all come back to three things how 
much do we take how much are we gomg to raise m taxes who do 
we take it from what s the structure gomg to be who do we give it 
to? Look at every significant piece of legislation that goes through 
and that might be somewhat crass but it all comes down to that 
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And then somebody says Oh this is not a financial issue this is 
an environmental issue Oh really 7 Well what are you asking for? 

I m asking for five million dollars to clean up a toxic waste dump 
Well then you re into the Who do we give it to 7 You want us to 
take part of what we’ve taken from taxpayers and give it to you 
So it s a fiscal issue Well we re going to build a safety net 
Okay You re going to need money to do that It s a fiscal issue 
And so as the competition for those available resources has become 
greater you have difficulty You know when people read this a 
hundred and fifty years from now I d love to know how we solved 
the mtergenerational problems that we have You know I m forty 
nine years old and in another sixteen years or twenty years 
whatever I m going to be supposedly eligible for social security 
Do you think there II be any 7 

I don t know But I know that on pure demographics there 

certainly aren t enough in my children s age group to support us at 

the same level as people are being supported today 

Let me go back to legislature if I could Are you doing all right on 

tune 7 

Yeah I ve got about five more minutes 

Okay That s just perfect What about the role of the staff in the 

legislature 7 

I was never really legislative staff The Auditor General s office 
was an independent office and even though it was a legislative 
appointment we really operated independently Many of the 
legislative staff that were there when I was there are still there 
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They tend to be long term They tend to reflect the views of the 
people that pay their salaries Very few legislative staffers have the 
desire nor the authority to make ultimate decisions Really from my 
standpoint in my whole career I dealt more with legislators than 
legislative staffers because very early in my career I get into 
decision making level and so I had to deal with the people that 
could make decisions 
So you were above the staffers 

I didn t deal a lot with the staff but there s a lot of fine ones over 
there 

What s your take though on the role 9 Are they too powerful in 
most cases 9 Do the members rely on them generally too much 9 
Does the long tenure of the staff create a problem or is that a 
benefit 9 

I would like to think as a society that we d have more staff 
turnover in legislative and executive positions It tends to happen in 
the executive positions less so in the legislative positions I think 
that a greater degree of turnover m the legislative positions would be 
helpful There needs to be some contmuity You don t need 
continuity of thought when you re looking for new solutions You 
need some source of history but sometimes a long tenure in those 
situations provides the same solutions to different problems 


[End Tape 4 Side B] 
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Today is August 30th 1995 My name is Donald Seney I m with 
Tom Hayes in his office in Sacramento This is our third session 
and this is our first tape You know I wanted to ask you maybe to 
comment a little bit more about the legislature itself Do you regard 
it as a representative body to represent California and the people of 
California do you think from your observations 9 
Well obviously the people of California elect them and the 
ultimate responsibility for the composition of the legislature lies with 
the individual voters eligible voters not necessarily the ones who 
vote because as you know we have a declining percentage of 
people that vote in this state and in this country Given that I still 
think that the legislature on the Democratic side of the aisle is more 
liberal than their electorate and the Republican side of the aisle is 
moie conservative than their electorate Probably because these 
people tend to be more passionate about their beliefs and are moie 
inclined to run for public office and to do things that are necessary 
to get elected in this day and age So the easy answer to your 
question is it s as reflective as the voters want to make it of 
themselves but I think overall there s more polarization in the 
legislative body than there is in the electorate as a whole 
The legislature is very evenly split at this point especially the 


Assembly The Senate is more evenly split than it has been in the 
past it s very difficult for it to make decisions especially m the 
finance tax area with these two thirds requiiements Do you think 
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Californians are split kind of and there s no clear consensus on the 

direction of the public and therefore the legislature reflects that 9 

Well I think the public if you look at the polls want more but they 

want lower taxes They want more services and they want to pay 

lower taxes And that just doesn t work 

Right I wanted to ask you too about the governor Governor 

Wilson passed a tax increase when he first came into office 

He signed one that was passed by the legislature 

That s more correctly put of course And that s caused him no end 

of headaches in his current bid for president I guess Have you 

spoken to him 9 Has he expressed any regrets about that tax 

increase 9 He must have felt it was absolutely necessary 

It s something that he would rather have not done but it became 

evident to him that that was the price that he would have to pay for 

the deep spending cuts which have gone into place and in effect 

California is spending less overall at the state level than it did the 

first year that he came into office and certainly less per capita 

The absolute budget amount is down isn t it 9 

Yes 

And will it continue to decline do you think 9 
In absolute terms no In spending per capita yes So he has 
dramatically reduced the size of government in terms of spending 
Yes he did sign some tax increase bills but those were what he 
believed the pnce he would have to pay to get the votes necessary 
for the whole package which included the spending cuts Most of 
the taxes by the way were temporary and roll off 
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Right They have expired have they 7 

Some of them have and some of them will 

Let me ask about a couple of not necessarily minor things but not 

central things One is that you re currently a member of the 

California World Trade Commission 

Correct 

This is a state body 

It s a state body we have no decision making authority We give 
advice to the governor and the legislature 
You re a gubernatorial appointee 7 

I m a gubernatorial appointee There are legislative appointees on 
there as well and I give advice or we collectively give advice to 
the legislature and the governor on trade policy issues 
What kind of things have you been dealing with recently on that 
commission 7 

We just had a hearing on NAFTA [North American Free Trade 
Agreement] and looking at ways to help California businesses take 
more advantage of the free trade now between primarily Mexico 
for California but also Canada and in terms of financing packages 
for export and things like that 
How does NAFTA look to you and to the commission 7 
I know I m very supportive of NAFTA and I think most of the 
members of the commission are I think that free trade ultimately 
adds to mcreased economic development on both sides of the 
border California Mexico Canada the rest of the United States 
And I think overall it will be good It will take many yeais to iron 
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itself out but historically I think free trade has been financially 
beneficial to the governments and countries that are involved in free 
trade guarded trade or restricted trade does not work very well 
economically 

It s hard to imagine a prosperous California with a restricted trade 
policy is it not? 

Right 

Also you gave me some material which said you were a member of 
a blue ribbon commission a former member of the New York 
Stock Exchange to evaluate stock market volatility Tell me about 
that 

It was after the stock market crashed in October of 1987 the Stock 
Exchange members wanted to see if there was anything that could be 
done about volatility I was the only government representative on 
that task force it was chaired Roger Smith who was then chairman 
of General Motors the chairmen of IT&T AT&T Dean Witter 
Procter and Gamble weie all on there with me It was about a 
dozen people and we basically had a senes of meetings six I 
believe geared toward making recommendations on how to take 
some of the volatility out of the Stock Market to prevent a five 
hundred plus point drop in one day 

Did you make some recommendations on piogram trading and 
limiting that and that sort of thing? 

What we made recommendations on are that if the stock market 
drops more than a hundred points that there would be a suspension 
of trading for a period of time I think what was ultimately 
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implemented was if it drops or gains fifty points in one day there s 
a cooling off period for a half hour or so 
This was a pretty impressive group of people 
Yes it was 

What was your impression of these were corporate leaders among 
the cream of the corporate leaders what was your general 
impression of them 9 

They were all human beings They were actually very easy to get 
along with They were very unpretentious except they flew there in 
corporate airplanes I took commercial airliner The meetings were 
in the afternoon we d have a buffet lunch to start with and very 
mundane type food and we d sit around the table and talk about 
issues 

I guess I m kind of curious did you think Boy these are 
spectacular guys or My God how d they ever get to the top 9 Or 
did it vaiy 9 

I think it varied I think one thing that comes across is that they re 
all very bright people and so there was a reason they got there 
They had different personalities that somewhat reflect society in 
general I remember Roger Smith was just like a good ol boy he 
liked to tell jokes and had a good sense of humor but he had to be 
very tough to get where he got to be the chairman of General 
Motors 

So you had just a senes of meetings and made your 
recommendations to the New York Stock Exchange which 
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obviously they have implemented and some which peihaps they 

didn t 

Correct 

Let stalk then about your leaving the Finance Department You 
said a little bit about coming to Metropolitan West Securities Who 
are your partners 9 

I have two partners that came from the Bank of America at that time 
and Rick Moos and Paul Chow I have two partners that came from 
a real estate securitization firm Ed Cunel and Richard Hollander 
and I have one partner that came from years of background and 
financial management His name is Terry Crow and then me 
So there s six of you am I adding up right here 9 
There s six partners and we have about twenty employees total 
So the six of you own the firm in whatever proportion that s 
you re business not mine And they brought you in as an equity 
partner to run the operation because of your expertise 9 
I started out as chief financial officer and then I became the 
president shortly thereafter but we run as a partnership I mean we 
have a Board of Directors meeting every month True I have 
presidential authority but 
It s a pretty collegial operation 9 
It s a collegial type operation 

I would think that someone like you would be very valuable to a 
company like this because of the kinds of contacts that you have and 
knowledge of the financial market 
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Well I have some knowledge of the financial markets particularly 
we have a lot of pension funds and insurance companies that are our 
clients and certainly I ve sat on pension fund Boards of Directors 
and I m knowledgeable about the insurance industry so I guess I 
contribute that 

Do you sit on any corporate boards now outside of your own*? 

I sit on our own and I sit on the board of Nelson Communications 
[and I ve recently been named to the board of Salomon Assured 
Return Company a subsidiary of Salomon Inc ] 

I m trying to think what Nelson Communications is I should know 
what that is 

They re a public relations firm They re a relatively small 
corporation 

Are they 9 Okay You manage pension funds Can you tell me 
what you do 9 What sort of services you offer 9 Obviously if I come 
to you as an individual you re not going to do business with me 
We do no business with individuals it s all institutions Our 
smallest client probably gives us a hundred million dollars to 
manage We basically do three things We are financial advisors 
we advise on securities to buy restructurings and that type of 
thing We do something called securities lending which is loaning 
of the securities owned by your client to someone else and collecting 
a fee And thirdly we do asset management 
Why would someone loan securities 9 As a collateral 9 


Mr Hayes added the preceding bracketed material during his review of the draft 
transcript 
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Most of what we loan are U S Treasuries where people need a 
certain percentage of the U S Treasuries in their portfolio they 
don t want to buy them at that particular time or that they re 
covering for what we call fails trades that took place where the 
delivery didn t take place on time and they need some coverage 
there There are a number of reasons 

Would these be pension funds who under the law are required to 
keep a certain value? 

No the pension funds are the ones that we do the loaning for The 
borrowers are typically Wall Street Firms that do trading all the time 
and need different levels of inventory for different reasons so we 
loan it to them for a specified period of time and then they give us 
back an identical security at some point 
So whoever regulates them requires that they have a certain 
percentage of their assets m something that s very very secure like 
a government treasury? 

Well no The reason that they have that is that Government 
Treasury Certificates bills notes and bonds are required as 
collateral by some of their other customers so they 11 use them for 
that Or if they believe that interest rates are going to move up for 
example they may borrow a Treasury bill rather than to buy it 
because if interest rates go up the value of the treasury will go 
down and they can buy it cheaper So there are a number of reasons 
that they do it And then we invest money We invest right now 
over seven billion dollars on behalf of clients 
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Do you tend to invest in the equity market and the bond market or 
are you strictly bond traders? 

We do only fixed income No equities at all 
So that might be corporate bonds or public bonds 
Corporate bonds some treasuries no municipal bonds 
Why not'? 

The rates of return aren t significant enough for us Most of our 
clients are tax free institutions and so they don t need to get a tax 
break on a municipal bond They can get higher rates of return 
somewhere else 

Would it be breaching confidentiality for you to say who some of 
your clients are 9 

No The California State Compensation Insurance Fund the 
Compensation Insurance Fund in Nevada the Compensation 
Insurance Fund in Arizona the Compensation Insurance Fund in 
Maryland the Oakland City Retirement system the Oakland Police 
and Fire Retirement system the California Public Employees 
Retirement System the California State Teachers Retirement 
System 

So you do a lot of public pension funds and that kind of thing I 
see We just want to get a little picture of what you re doing at this 
point rather than exploring it Obviously maybe some day 
someone with an interest m financial history and will want to talk to 
you Maybe you will maybe you won t But what I m interested 
in talking to you about is the Orange County bankruptcy and how 
you got involved in that and again this is a very complicated piece 
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of business that not a lot of people understand and I m thinking of 
course that as you explain this to us to think in long terms way 
into the future when people are going to be reading this when terms 
like derivative may be even more unfamiliar than they are now so if 
you could help us out by defining and giving as many details that 
would be most useful 

Sure I was called by the multiple members of the Orange County 
board of supervisors in early December to come help them with their 
financial situation after the bankruptcy I declined to become 
involved 
Why 9 

Because I was president of Metropolitan West Securities I didn t 
want to leave that job 

Oh they wanted you to come and be employed by them 9 
Or under contract And I said no Then on December 7 th of 
1994 I got a call from Governor Wilson who asked me to do it and 
explained the benefits to the county of me doing it so I did I left 
my job as the president of Metropolitan West Securities with the 
concurrence of my partners 

Let me ask you when you got off the phone with the county people 

who called you and said no do you think they called the Governor 

and said Governor would you ask him to do it 9 

Absolutely 

That s what they did 9 

I think so And so he called and I ultimately agreed to do it and I 
agreed to do it as a County employee rather than a contractor and 
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got county employee wages and the reason I did that is that I 

needed the legal authority to make decisions 

What was your position with the County 7 

I don t know if we ever came up with a title but I was responsible 

for taking charge of what was left of their portfolio it was in the 

neighborhood of eight billion dollars then and putting it into a less 

nsky investment portfolio What had happened there the treasurer 

of Orange County took seven billion dollars in public money he 

had the county s money and he had a hundred and eighty other units 

of government s money school districts water districts cities 

whatever He took seven billion dollars he borrowed another 

fourteen and then made a bet on mterest rates and lost the bet And 

so the ultimate loss was 1 7 billion dollars 

Now by law they have to invest through him do they not 7 

No Only the county and the schools 

So they were doing it because he d had a good record 7 

He d had above market rates of return for some time and that 

should be indicative that he s taking additional risk 

How had he done that 7 

By leveraging By borrowing money and making bets And he d 
won on the bets The derivatives did not cause the bankruptcy of 
Orange County It was the leverage and the lack of liquidity to pay 
bills 

How do you leverage funds 7 How does that work 7 

You borrow money You re investing with borrowed money it s 

just like you gomg out taking whatever equity you have m your 
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house taking a loan out on it and then go out and make speculative 
investments 

Buying essentially on margin 7 

He was just making highly risky investments with borrowed 
money 

What was he buymg that turned out to be risky 7 
He was buying what we call derivative products which are products 
whose value is tied to something other than a regular security In 
this case they were called mverse floaters which meant that as the 
interest rates went up the value of these went down and they went 
down faster than a traditional security would go So you would get 
more money in good times and significantly less in bad times 
Good and bad times meaning how you defined it based on your 
investment 

But he had bet that the mterest rates would continue to decline and 
the market reversed on him 
Yes he had 

What did you have to do 7 What were the mechanics of what you 
did in Orange County 7 

Well I took over on the ninth of December We hired Salomon 
Brothers They were hired by the board five minutes after they 
hired me And we collectively had to figure out what was in the 
portfolio what was left there So we spent basically around the 
clock the next four days figuring out what was there and we went 
back to the board of supervisors and to the bankruptcy court and 
said Here s what s here Here s what we think should be done 



153 


SENBY 

HAYES 

SENEY 

HAYES 


SENEY 

HAYES 

SENEY 

HAYES 

SENEY 

HAYES 


and if we had to execute this today here s what we think the loss 
would be We spent the next six weeks executing that plan 
Ultimately the loss was 1 7 billion dollars or seven hundred 
dollars for every man woman and child in the county 
When you inventoried what was in there 9 What was m that pile of 
money or securities 9 

Basically some things that were traditional U S Government 
agencies certificates and their securities 
This would be like Fannie Mae 9 

Fanny Mae Sally Mae whatever And then sixty percent of it was 
m derivative products that was there when we got there And these 
are our inverse floaters that are highly sensitive to interest rates and 
m this case if interest rates were to go up the value went down 
very quickly 

So they weie in there they still had some value to them but they 

had considerably less value than they had had 

Correct 

Were you able to sell those off 9 

Yes We sold them in six weeks 

Who buys them 9 How does that work 9 

Oh most of the buyers were Wall Street firms If you have the 

ability to hold these things to maturity you can take some nsk 

derivative products if managed right are okay But the county got 

into a situation where they didn t have the ability to hold them to 

maturity so when they had to sell they had to sell at a significant 

loss 
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SENEY So these weren t some of them really investment funds these were 
cash flow money 9 

HAYES Oh yeah This was cash flow money This is like investing a 

check book in stuff with an average maturity of four years which 
shouldn t be done 

SENEY Did you meet with Mr [Robert L ] Citron the Treasurer 9 
HAYES No Mr Citron on advice of his attorneys chose not to meet with 
me or any of the other financial people 

SENEY Would that have been helpful to you if he had been available to 
answer questions 9 

HAYES Probably not We knew what the securities were but we offered m 
case it would have 

SENEY So you sold off some of these 

HAYES We sold them all 

SENEY You sold them all What percentage of yield did you get in terms of 
what they were worth 9 How much was the loss 9 
HAYES We lost 1 7 billion dollars out of a base of seven billion dollars 

SENEY So twenty percent approximately maybe a little more And Mr 

Citron is now facing criminal charges is he not 9 
HAYES I think he s pleaded guilty 

SENEY To 9 

HAYES He was also skimming money from the other investors in the pool 
of the cities the school districts whatever and diverting it to the 
county s account He never to my knowledge got anything 
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personally out of that but some of the earnings that should have 

gone to cities school districts water districts He took part of those 

and gave the earnings to the county his employer which meant that 

they got less and the county got more 

Probably to make himself look good do you think 9 

I think so I think it makes himself look good and he was able to 

help the county pay some bills 

There were claims by Mr Citron and I think maybe the board of 
supervisors too that some of the brokerage firms may have 
misrepresented to the county what exactly the county was getting 
into or at least should have shown more responsibility and not sold 
these kind of things or permitted the county to buy these kinds of 
instruments 

I have recently agreed to become the litigation trustee representing 
the county and the special districts so I m not at liberty to talk about 
any of the specifics because it may well be the subject of litigation at 
some point 

Okay all right. I m afraid that s a big umbrella and it s going to 
stop me from asking you a lot of questions about this 
Let me talk for a couple minutes about Orange County I think this 
would be helpful 

Could I suggest something before you begin 9 Again think m terms 
of the future and what future financial people future historians will 
want to know about what happened here and try to think in those 
terms as you answer the question and believe me no detail is too 
trivial You know these things backwards and forwards so when 
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you mention one of these things there s probably a hundred pages 
going through your mind figuratively in terms of background but 
we need to know more in terms of details 
HAYES All right What happened in Orange County as I said before this 
individual made inappropriate investments by basically borrowing 
money to make interest rate bets and lost the bet What really 
happened in Orange County is the county and the whole financial 
infrastructure lost control of the basics The accounting system for 
the investments was very poor It took us over thirty days to get 
beginning balances on the investment pool For my company for 
example I could call our accounting department and I could have 
that information as soon as they get it into the fax The auditing 
system broke down There was no red flag that was raised to the 
citizens the elected officials whatever Whether that was because 
of audits or the reporting or the distribution of audit reports time 
will tell that There was no publicly debated investment policy 
There was no investment policy review and review of performance 
on a regular basis There were no individual contracts between the 
cities that gave them then - money and the school districts which gave 
them their money to invest and the county as to what was expected 
and what the parameters were All of these which are fundamental 
to mtemal controls good financial internal controls broke down 
Thereby the county got itself into trouble and it will happen again 
Now why is this allowed to happen'? As a society as we sit here in 
1995 the public is basically not concerned with the financial side of 
government As I said earlier they view people like me that work 
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on the financial side of government as a bunch of nerds people that 
say there s not enough money in the budget to do what you want to 
do People that say Hey you ve got to give us additional 
documentation if you want us to pay your travel expenses People 
that say Hey no your accounting system has got to be tightened 
up you have to do a better job People who say You re 
exceeding your budget All of these things which are typically not 
good news and people don t want to pay attention to it They want 
to know about how you re going to educate kids how you re going 
help the poor people how you re going to build more roads how 
you re going to do park benches This is reflected in elected 
officials as well What happens is what do you think has a better 
probability of getting funded a new financial accounting system that 
will help the internal controls of managing money of a county 
government or a state government or a city government or new park 
benches that the constituents can sit on Well the park benches win 
hands down And that s why I think it will happen again In 
government or the pnvate sector You know we had Barings 
[Bank] go bankrupt this year where a trader got out of control We 
had Orange County the largest bankruptcy of general purpose 
government in the history of the United States go bankrupt because 
somebody got out of control and as long as I said before it 11 
happen again unless people watch Now when this happens and 
when it happened in Orange County it was spectacular in that I have 
never seen anything like this in my life The day that I was sworn 
in I looked out on a sea of press people Well over a dozen I think 
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it was nineteen television cameras reporters from certainly all over 
the country and some international reporters They followed you up 
and down the hallways They followed your every move The local 
newspapers the Orange County Register and the L A. Times 
reportedly had thirty five full time reporters each on it covering 
everything The Orange County Register published a separate 
section of their newspaper on nothing but the bankruptcy Literally 
I could not walk down the hall to go to the bathroom without getting 
hit up by reporters that wanted to interview me I was interviewed 
m the elevator they followed me m the elevator with a T V camera 
One time about two weeks into it when I snuck out one day it was 
one of the few sunny days in December of 1994 that we had m 
Orange County I went out and got a hot dog looked at the sun 
drank a coke got back in and said Wasn t that fortunate 9 I didn t 
have to speak with one reporter on the way in or the way out I was 
lucky That night I got back to my hotel room at eleven o clock 
turned on the local T V news channel and there I am eating a hot 
dog and drinking a coke on T V The media scrutiny was relentless 
There was a lot of accuracy and a lot of inaccuracy in the reports that 
were coming out but there was a sense of chaos in the whole 
county not only county government but the business community 
the cities the schools whatever nobody knew what was going on 
So it was very difficult to deal with It pointed to what I think is a 
flaw in our statutory requirements for public meetings in the Brown 
Act, and that needs to be changed because in times of crisis you 
don t have time to post meetings and have public meetings when 
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you have to do it twenty four hours in advance what you do is you 
waste time You go to one supervisor and you talk to that 
individual and you go to another supervisor and you talk to that 
individual and you did it five times So it took you five times as 
much and then you had to go back because other ones would ask 
different questions There was no free and open interchange about 
how to get out of the problem and I think that compounded the 
problem early on Here we are eight months after bankruptcy nine 
months actually almost after the bankruptcy and the county is still 
in bankruptcy They have had some decisions to legally distribute 
the money that was left in the pool to the participants The county 
has defaulted on notes or loans that people loan them money 
because it doesn t have the funding to pay back There are 
proposals in the legislature 1 to shift money away from cities and 
other units of government within the county to the county in 
sufficient amounts to pay off the debt 
[End Tape 5 Side A] 

[Begin Tape 5 Side B] 


1 There were a number of laws enacted to deal with the Orange County Bankuptcy 
AB 146 1995 1996 Reg Sess Cal Stat Ch 8 (1995) AB 200 1995 1996 
Reg Sess Cal Stat ch 748 (1995) AB 1664 1995 1996 Reg Sess Cal Stat 
ch 746 (1995) AB 791 1995 1996 Reg Sess Cal Stat ch 918 (1995) AB 
1140 1995 1996 Reg Sess Cal Stat ch 29 (1995) SB 863 1995 1996 Reg 
Sess Cal Stat ch 745 (1995) SB 863 1995 1996 Reg Sess Cal Stat ch 
747 (1995) SB 4 1995 2nd ex Sess Cal Stat ch 6 (1995) SB 7 1995 2nd 
ex Sess Cal Stat ch 1 (1995) SB 8 1995 2nd ex Sess Cal Stat ch 2 
(1995) SB 9 1995 2nd ex Sess Cal Stat ch 3 (1995) SB 12 2nd ex Sess 
Cal Stat ch 7 (1995) S B 17 1995 2nd ex Sess Cal Stat ch 4 (1995) SB 
18 1995 2nd ex Sess Cal Stat ch 5 (1995) 
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And basically it s still a mess Back to losing of sight of the 
basics basic accounting auditing whatever that allowed a county 
employee an elected official to make inappropriate investments 
which ultimately lost enough money to bankrupt the state And it 
gets back to that basic common sense basic internal control 
How did the press treat you 7 

The press treated me very well I m very uncomfortable dealing 
with the press but I spoke to people I did several national T V 
interviews and as a matter of fact, at least one international 
interview because somebody called me from Hong Kong and said 
they saw me doing a talk show on CNN [Cable News Network] 
Getting better at that, do you think 7 

I m not bad at it I m just uncomfortable I don t like being in the 
public eye It d make me happy if my name was never in another 
newspaper the rest of my life and I was never on another television 
show But, fortunately or unfortunately I tend to get myself into 
positions where I have to do that So I had to do it I did interviews 
with people from France and from Japan and Hong Kong all over 
that wanted information about this Orange County s bankruptcy 
was headlme news in Hong Kong Sydney Australia 
Why do you think that was so 7 

It had never happened for us A huge government it s one of the 
wealthiest geographic regions in the world and they went bankrupt 
because of an individual an employee of the county that made 
inappropriate investments 
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Your broader point is the real problem was that there were not the 
structural controls that should have prevented anyone from doing 
that kind of thing 
Exactly right 

I would think this must have made you feel pretty good though In 
the press your former campaign manager was quoted as saying 
Well which former treasurer did they call on to solve this problem 9 
It s not Kathleen Brown it s Tom Hayes 1 Did it give you a sense 
of gratification 9 Does it continue to give you a sense of 
gratification 9 

Oh I guess that they called me I never thought much about it, to be 
honest with you You know the two months that I was there I had 
a lot of long hours little sleep and a lot of bad food And so it 
wasn t anything that was glamorous 111 tell you that We set up 
what we called the war room where we had two fax machmes a 
Xerox machine several phones and three desks in an area that was 
maybe twenty foot square And that s where we did all of this It 
was me the bankruptcy attorney Bruce Bennet and Chris Varelas 
the person that was responsible for the Salomon Brothers work on 
site And we just had a good tune 
Wliy was Salomon Brothers selected 9 

Salomon brothers was one of three major firms that had not been 
involved with selling these type of investments the derivative type 
of investments to Orange County 


1 San Francisco Chronicle December 21 1994 p A23 
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So there was a very small list to choose from in other words I take 
it you would definitely need someone with the expertise that 
Salomon could bnng 

Well they could bring you know my company Metropolitan West 
Securities is a smaller company You know we had literally 
dozens of people from Salomon Brothers working around the clock 
on this project at different times so somebody of their size was 
definitely needed 

Mr [Thomas F ] Riley the chairman of the board of supervisors 
has been interviewed on this and of course he was very chagrined 
that this had happened at the end of his long and apparently 
distinguished career What was the general reaction of the board of 
supervisors and how were they to work with and how are they to 
work with 9 

They were very easy to work with with me I had a good rapport 
with all of them It was a difficult situation I d make 
recommendations on difficult decisions for them and they tended to 
follow them They were all very much stunned by this they did not 
anticipate it and they were looking hard for answers on how to get 
out of it just like everybody else 

There has been an attempt to raise sales tax m Orange County that 
failed 

Yeah the people believed that they did not need the sales tax They 
believed that the county government even though it represents 
them was the one that got themselves in the situation but the fact of 
the matter is that to tins point the people of Oiange County have 
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been in default on money that they borrowed as a county with nght 
now no visible means of repayment unless the legislature were to 
pass money realigning taking money away from cities and taking 
money away from school districts or water districts transportation 
districts and giving it to the County to pay this debt 
Did you take a position on that sales tax'? 

No I was long gone 

Were you surprised that it failed? 

No I wasn t surprised There s a very special situation in the 

electorate down there 

Were you annoyed with them? 

I believe that the people in Orange County have a moral obligation 
somehow to pay their debts Just like any individual has a moral 
obligation to pay their debts and I think that they should do that 
What is the legislation thats going through the Capitol now? 

It just basically will divert money that would normally go to other 
purposes other governments within Orange County and divert to 
the county level government. 

It s not going to take money from other municipalities m the state? 
No just Orange County 

There s been some grumbling about this has there not? 

Oh yeah it s very controversial Structurally in the state we have 
five thousand roughly units of local government each of which 
has some means of financially supporting itself usually in the form 
of direct or indirect taxes and they become very protective of any 
money that they get So yeah they re going to oppose it they 
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don t want to do it But I think the legislature and the Governor have 
made it clear that if they don t come up with a plan that they can 
collectively support they might get one placed upon them that they 
don t like 

Well the Governor s kind of been accused of bailing out Orange 
County when the Orange County voters themselves wouldn t stand 
up to the plate and take their share 

Well the Governors position has been that Orange County leaders 
collectively should come back here to Sacramento with a plan on 
how to get out of it and if they come with a collective plan that 
makes sense he will sign it I think he has an obligation too if 
they come up with something reasonable It s not in the best of any 
of the state government nor the other units of government 
throughout the state to have a major governmental entity defaulting 
on its debt 

Am I right thinking it s Matt Fong that s been working the current 
state treasurer on some recommendations on how this might be 
avoided in the future 9 

Yes Matt Fong has chaired a task force He was asked to do so by 
Governor Wilson The task force came up with recommendations 
on how not to have this happen again that focus around disclosure 
accounting valuing assets on a regular basis to their market value 
and oversight 

Who would be doing the oversight 9 Would that be the state 
treasurer s office 9 
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No There s constitutional separation between state and local 
government, or statutory in the case of the counties and the state 
can t go out theie and be the watch dog I would not support that I 
think we have to get toward individual local responsibility and 
accountability The federal government ought not be telling the 
states what to do and the states ought not be telling local 
governments what to do 

Have you been working with the Governor on this legislation 7 Has 
he been calling on you 7 

Early on he did He knows what my position is and we had 
several discussions at length in the early phase of the bankruptcy 
What does it mean to be the trustee for the bankruptcy can you tell 
me that? 

Ill be the one thats deciding who to negotiate with who to sue at 
what point to sue at what point to settle 

This is why you can t discuss with me whether or not some of these 
brokerage firms are going to be liable Because you 11 be making 
those decisions 

111 be making those decisions from the county and the city side 

Ultimately it 11 be resolved by settlement that 11 have to be ratified 

by the bankruptcy court or it 11 be settled in court 

But that will be your decision to make You won t have to go back 

to the board of supervisors on that 7 

No I will not but certainly 111 keep not only the board of 

supervisors involved in the process but also the other 180 units of 

government that I represent 
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County is in financial trouble 

HAYES Well Los Angeles County has a situation wheie their tax leceivers 
are growing faster than their tax payers and that s creating severe 
economic crunches They don t have a situation where they lost 
1 7 billion dollars just in a matter of days so I doubt that they will 
go bankrupt but they will have difficult financial decisions for the 
foreseeable future 

SENEY Really difficult 9 

HAYES Yes 

SENEY A budget that s wildly out of balance by hundreds of millions of 
dollars 

HAYES Correct 

SENEY Are you working with them at all on any of these things? 

HAYES No 

SENEY What about other counties in the state 7 What is the general condition 

of the counties in the state 

HAYES There are a number of counties that have deep financial problems for 
the same reasons And only time will tell how it will work out but 
the decisions that are facmg those counties facing the state 
government, and in fact facmg our federal government are gomg to 
be difficult ones 

SENEY What are they do you think that they re facing 7 

HAYES They re faced with how to reduce government spending m a time 
when people want to pay lower taxes but want more government 
spending really 



167 


SENEY You know if you read some current commentary some lay this 
dichotomy or irony on Governor [Ronald] Reagan m a sense 
introducing the notion that you can get by with less that is that you 
don t have to pay taxes but you can have government services The 
anti government attitude begins with the Reagan Governorship m 
California and intensifies with the Reagan presidency I mean it s 
hard to think back if I may broaden the illustration to that period 
when Pat Biown was governor from 58 to 66 Then the 
legislature used to decide what needed to be spent and then they 
would adjust the mcome tax tables to brmg in the revenue 
HAYES Well keep in mind that there was a severe budget problem between 
the year Pat Brown left office and when Ronald Reagan came m I 
mean this goes back even m those days but I think it s unfair to 
say that Ronald Reagan is the cause of this I think that all of us in 
society share some of the blame and the first place the reporters that 
want to blame a president should look is the mirror m the morning 
That would show them a good place to start where the blame is 
Again as I said earlier the stones covenng the fiscal side of 
government are often replete with inaccuracies and certainly don t 
put things into perspective So elected officials in both parties are 
guilty of that the press is certainly guilty of it and the people that let 
this happen in general are the rank and file Amencan citizens And I 
think what you re seeing now in 1995 much to the consternation 
of a lot of the Press Corps and a lot of the elected officials is that 
the people are starting to hold them more accountable And you 
have phenomena Ross Perot for example drawing a fairly large 
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percentage of the electorate on a campaign that was not very well 
run that is basically saying Hey we ve got to get tins under 
control And the people in power simply have not done what they 
think should be done But to blame it on one individual I think 
that that s disingenuous 

Well I m not so sure that the blame is on one individual but 
sometimes there s a mood that may be out there lying dormant and 
an individual will come along and not so much capitalize on but 
give meaning to Because there s certainly been a fundamental shift 
m the way the voters have viewed pubhc expenditures over the last 
thirty years 

That s right but if you also look at what happened dunng the 
Ronald Reagan era both as governor and as president He was tied 
into these automatic spending formulas he also had for the most 
part Democratic legislative bodies and congressional bodies to deal 
with They would pass legislation all the appropriations The 
governor does not appropriate any money The governor signs all 
the final documents but what is spent comes out of the legislative 
body 

The governor certainly has a lot of influence over what gets put in 
the budget wouldn t you think 9 

The governor gets to propose and the governor gets to dispose So 
the governor proposes and the legislature or the congress does with 
it as they want and then when it comes back the governor can 
either sign it or reject it One of the things that I would like to see at 
the state and the federal level is a blue pencil you know an ability 
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to line item veto individual spending plans regardless of their 
entitlement status That is important Everything should be subject 
to the line item veto 

Well here of course in California with the exception of the 
entitlements there is a line item veto 

Which are ninety percent of the budget So the line item veto in 
California is meaningless It s something for people that are 
uninformed to talk about the fact that you have it We don t have a 
line item veto in California Here s what you can line item veto 
anything you want in higher education and all the other small 
expenditures You can t touch Kindergarten through twelve 
education You can t touch the welfare program You really can t 
touch the prison programs because you still have laws to keep these 
people in prison So eventually you just build a deficiency they 11 
be spending money that they don t have So we don t have a line 
item veto in California And a lot of people say Oh yes you do 
You don t You just simply don t 
As a practical matter you don t. 

As a practical matter you don L 

Even admitting that can you give us a flavor of what the sessions 
were like when the budget would come from the legislature 9 You 
must have participated with the Governor when he got out his blue 
pencil and made some cuts 

Sure I made recommendations I mean the blue pencil or the cuts 
he made were budget dust There were some philosophical 
reductions and I can t even remember any of them because they 
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were so insignificant financially When the deal was cut between 
the legislative leadership and the governor on a final budget we 
knew what was going to come down in the final budget bills 
anyway or if we disagreed too strongly we would ask people to 
vote against them 

You know there are those who say that the line item veto really 
takes the budget making power primarily out of the hands of the 
legislature and gives it over to the governor Now we have to take 
out for a minute the fact that all this stuff is you ve got all these 
entitlements but speaking broadly because if you re the governor 
and I m the legislator and I come to you and I say Governor we 
want this or that you don t really have to negotiate with me very 
much unless you want something put in the budget 
Right Which I think is perfectly appropriate I am in favor of a 
stronger executive branch regardless of what political party or 
philosophical bent is in power and one of the ways to do that is the 
power of controlling expenditures and expenses and that to me 
leads to a lme item veto I think that the legislative bodies certainly 
they can put whatever they want in there but the Governor or the 
President can t put money in the budget that has to get legislative 
approval And there is a safeguard If it s so outrageous what the 
Governor or the President is deleting with a line item veto there is a 
two thirds provision to override that veto that line item veto 
How do you see the future shaping up when you look out twenty or 
thirty years if you do 7 What kind of a world do you think your 
daughters and your grandchildren are going to be living in 7 
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Well I m optimistic but I think there are some very difficult 
decisions that are going to have to be made I think there is going to 
be continued ratcheting down of spending by government which is 
going to be very difficult for society to absorb on all sides of the 
political spectrum I had Republicans lobby me heavily to try to 
protect the Arts Council for example 
As Finance Director 7 

As Finance Director They didn t want the Arts Council reduced 
So Republicans have their pet projects just like the Democrats do 
But as we go through this realization that our spending level is 
largely dictated by economic growth and we have to m some way 
limit our spending to the taxes that are spun off by the economy I 
think there are some difficult transitions that we are going to go 
through Not the least of which is when my generation and I m the 
start of the baby boom generation starts hitting retirement age the 
potential for mtergenerational conflict on how to divide up what will 
always and has always been a limited pie I think will be very 
difficult 

Do you see any speaking in terms of California any possibility of 
splitting the state into pieces this is suggested 
Not realistically not now You know if somebody reads this a 
hundred and fifty years from now they 11 say What an idiot 
There are three states when there used to be one and it happened 
only fifty years after he made that statement But right now I 
don t think there s any real possibility of that 
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You know when my students ask me about this I tell them I think 
there may be some conceivable political pressure but one of the 
difficulties is going to be disentangling the finances of the state and 
the indebtedness 

I think that s easy Much easier than disentangling the water the 
natural resources 

So it would be possible to reallocate where the bond money went 
toward hospitals and highways and higher education and so forth 
Sure I think so 
So now I look like the fool 

Well I don t think so For one thing you could create something 
akin to jomt powers authority that says All existing debt will take 
care over twenty years and here s how the money will come in 
from these new units of government to pay for it All new debt 
you re on your own 

So that wouldn t be a difficulty obviously 

Well politically difficult I don t think mechanically very difficult 

Okay all right See my thought would be it might even be 

mechanically difficult 

No I think it s doable 

It s doable Okay I can t think of anything else I want to ask you 
I wish I could ask you more about the Orange County business 
The only thing I can t comment about on Orange County is things 
that would involve the litigation 

Well I d like to again you re able to put this very clearly but very 
succinctly and Id like some more details about what has happened 
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say to county government in Orange County Where do they 

stand 9 There have been layoffs have there not 9 

They ve made significant reductions in spending on paper There s 

a difference between on paper and what actually happens if they 

follow through with what s been on paper the reductions in 

spending will be dramatic and supposedly they are on line with 

that right now But all of these are subject to court challenges when 

you go to lay off employees we tend to get our courts involved 

We have courts that appropriate money all the time In my 

judgment I m not an attorney I don t see that being allowed for in 

the Constitution it doesn t seem to bother the judges or the courts 

they just do whatever they think is nght It 11 take a while to play 

through to see if these reductions actually come into play 

And there are some individuals involved in this loss are there not 9 

Were there not individuals who had gotten awards for injuries and 

the county had their funds that were put at nsk 9 

Yes but the county has made it clear that they will take care of 

those 

That they won t end up losers Because some of these were kind of 
sad cases 

Yeah There are court cases where there is some type of trustee 
requirement often times the county became the trustee say a young 
child that was hit by a car got a lawsuit settlement the money went 
m the treasury to be disbursed periodically or when that child 
turned eighteen or something Those will be taken care of by the 
county 
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So those individuals won t suffer a loss as a result of this Is there 
any positive side to what s happened here in Orange County 9 
Sure It gave an opportunity to look at a county government from 
top to bottom I think that the county is much more streamlined than 
it was and it gave everyone a chance to look at the interrelationships 
between the various units of government within a county and how 
they might work better together I think that will take several years 
to play out the solution that will come from Orange County will be 
isolated to Orange County and unique to that set of cn*cumstances 
but certainly furthers the discussion about how to get tilings done 
through your government entities that directly serve the people 
Anything else you want to add 9 
No my throat is dry 

Okay I m sure you know a great deal more than I ve gotten out of 
you 

I think you did a pretty good job of getting about everything out of 
me 

Well you ve had an interesting career and it s by no means over 
and someday we may be back to see you again to add another 
chapter but in the interim I thank you on behalf of the archives We 
really appreciate your being able to take part in the project 
Thank you 
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